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Tax practice guides are designed as educational and reference
material for the members of the Tax Division and others interested
in the subject. They do not establish standards or preferred
practices.
Although much care and work have gone into the development of
these guides, they are subject to change. While they have been
revised for the Tax Reform Act of 1986, the Revenue Act of 1987, and
the related Technical and Miscellaneous Revenue Act of 1988, many of
the regulations had not been written at the time the guides were
finalized. These checklists need to be revised as new developments
occur.
Accordingly, these practice guides are issued as drafts only,
and you retain responsibility for their final content. Please
review them carefully and make any changes necessary for your
particular use.
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PREFACE

Enclosed are the 1989 tax practice guides that were prepared by the Tax
Practice Guides Subcommittee of the AICPA Tax Division.
The Subcommittee hopes that these practice guides will be helpful to
you. Tax Division members receive these checklists each year as
part of their membership benefits. If you are not a member, you
may consider joining to expedite receiving these checklists and to take
advantage of the other benefits of Division membership. Please contact
the Tax Division at 1455 Pennsylvania Avenue, N.W., Washington, D.C.
20004-1007, if you would like information on membership.
The Tax Practice Guides have been expanded again this year. Most
checklists are accompanied by a short version for those practitioners
that prefer a more concise format. Furthermore, the number of practice
guide forms has been greatly increased. This entire publication is
available on a PC compatible diskette (see enclosed order form) to
facilitate practitioner revisions.

Finally, the committee that prepares these guides is interested in
members’ comments. Please send them along with suggestions for future
Practice Guides to Jim Clark at the Tax Division.
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I. Practice Guides

Statement on Responsibilities in Tax Practice (1988 Rev.) No. 1
Issued August 1988

Tax Return Positions
Introduction
.01 This statement sets forth the standards a CPA should follow in rec
ommending tax return positions and in preparing or signing tax returns
including claims for refunds. For this purpose, a “tax return position’’ is
(1) a position reflected on the tax return as to which the client has been
specifically advised by the CPA or (2) a position as to which the CPA has
knowledge of all material facts and, on the basis of those facts, has con
cluded that the position is appropriate.
Statement
.02 With respect to the tax return positions, a CPA should comply with
the following standards:
a. A CPA should not recommend to a client that a position be taken
with respect to the tax treatment of any item on a return unless
the CPA has a good faith belief that the position has a realistic
possibility of being sustained administratively or judicially on its
merits if challenged.
b. A CPA should not prepare or sign a return as an income tax
return preparer if the CPA knows that the return takes a position
that the CPA could not recommend under the standard expressed
in paragraph .02a.
c. Notwithstanding paragraphs .02a and .02b, a CPA may recom
mend a position that the CPA concludes is not frivolous so long
as the position is adequately disclosed on the return or claim for
refund.
d. In recommending certain tax return positions and in signing a
return on which a tax return position is taken, a CPA should,
where relevant, advise the client as to the potential penalty con
sequences of the recommended tax return position and the op
portunity, if any, to avoid such penalties through disclosure.

.03 The CPA should not recommend a tax return position that —
a. Exploits the Internal Revenue Service audit selection process; or
b. Serves as a mere “arguing” position advanced solely to obtain
leverage in the bargaining process of settlement negotiation with
the Internal Revenue Service.
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.04 A CPA has both the right and responsibility to be an advocate for the
client with respect to any positions satisfying the aforementioned
standards.

Explanation
.05 Our self-assessment tax system can only function effectively if tax
payers report their income on a tax return that is true, correct, and com
plete. A tax return is primarily a taxpayer’s representation of facts, and
the taxpayer has the final responsibility for positions taken on the return.
.06 CPAs have a duty to the tax system as well as to their clients. How
ever, it is well-established that the taxpayer has no obligation to pay more
taxes than are legally owed, and the CPA has a duty to the client to assist
in achieving that result. The aforementioned standards will guide the CPA
in meeting responsibilities to the tax system and to clients.
.07 The standards suggested herein require that a CPA in good faith
believe that the position is warranted in existing law or can be supported
by a good faith argument for an extension, modification, or reversal of
existing law. For example, the CPA may reach such a conclusion on the
basis of well-reasoned articles, treatises, IRS General Counsel Memo
randa, a General Explanation of a Revenue Act prepared by the staff of
the Joint Committee on Taxation, and Internal Revenue Service written
determinations (for example, private letter rulings), whether or not such
sources are treated as “authority” under section 6661. A position would
meet these standards even though, for example, it is later abandoned
because of practical or procedural aspects of an Internal Revenue Ser
vice administrative hearing or in the litigation process.

.08 Where the CPA has a good faith belief that more than one position
meets the standards suggested herein, the CPA’s advice concerning al
ternative acceptable positions may include a discussion of the likelihood
that each such position might or might not cause the client’s tax return
to be examined and whether the position would be challenged in an
examination.
.09 In some cases, a CPA may conclude that a position is not warranted
under the standard set forth in the preceding paragraph, .02a. A client
may, however, still wish to take such a tax return position. Under such
circumstances, the client should have the opportunity to make such an
assertion, and the CPA should be able to prepare and sign the return
provided the position is adequately disclosed on the return or claim for
refund and the position is not frivolous. A “frivolous” position is one which
is knowingly advanced in bad faith and is patently improper.

.10 The CPA’s determination of whether information is adequately dis
closed by the client is based on the facts and circumstances of the par-
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ticular case. No detailed rules have been formulated, for purposes of this
statement, to prescribe the manner in which information should be dis
closed.
.11 Where particular facts and circumstances lead the CPA to believe
that a taxpayer penalty might be asserted, the CPA should so advise the
client and should discuss with the client issues related to disclosure on
the tax return. Although disclosure is not required if the position meets
the standard in paragraph .02a, the CPA may nevertheless recommend
that a client disclose a position. Disclosure should be considered when
the CPA believes it would mitigate the likelihood of claims of taxpayer
penalties under the Internal Revenue Code or would avoid the possible
application of the six-year statutory period for assessment under section
6501(e). Although the CPA should advise the client with respect to
disclosure, it is the client’s responsibility to decide whether and how to
disclose.
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SAMPLE ENGAGEMENT LETTERS

This package contains samples of engagement letters to be used in
connection with engagements to prepare income tax returns for:
o
o
o
o

Individuals (Form 1040)
S-Corporations (Form 1120S)
Corporations (Form 1120)
Partnerships (Form 1065)

In addition, there are several optional paragraphs that may be used
in lieu of or to supplement the various sample engagement letters
contained herein. These optional paragraphs include 1) expanded
understatement penalty disclosures for each type of engagement
letter, 2) a paragraph limiting the scope of the engagement, 3) a
paragraph discussing client records, 4) a paragraph disclosing the use
of an outside processing service, 5) a paragraph regarding outside
disclosure for peer review programs and 6) a paragraph disclosing
finance charges. A sample letter for use in connection with tax
examination engagement is also provided.

As in the case with the other practice guides contained in the
package, these engagement letter samples are issued as drafts only.
Practitioners using them retain responsibility for their final content.
They should be reviewed carefully and changed as necessary for your
particular use. In adapting these drafts to your particular needs you
should be sure to consider the following:
1)

AICPA Statements on Responsibilities in Tax Practice,

2)

state requirements regarding disclosure of finance
charges,

3)

state Board of Accounting requirements pertaining to
disclosure of the use of an outside service bureau,

4)

the desirability of obtaining the signed affirmation of the
client for clients in the case of joint and consolidated
returns) and

5)

the need for a new engagement letter each year.

These draft sample engagement letters are intended for use as a
guide only and do not represent an official AICPA position.

I-4

© 1989 AICPA, Inc.

1040 INDIVIDUAL ENGAGEMENT LETTER

Dear Client:
We appreciate the opportunity of working with you and advising you
regarding your income tax. To ensure a complete understanding
between us, we are setting forth the pertinent information about
the services which we propose to render for you.
We will prepare your 1989 federal and requested state income tax
returns from information which you will furnish to us. We will
make no audit or other verification of the data you submit,
although we may need to ask you for clarification of some of the
information. We will furnish you with questionnaires and/or
worksheets to guide you in gathering the necessary information for
us. Your use of such forms will assist us in keeping our fee to
a minimum.

The law provides for a penalty to be imposed where a taxpayer
makes a substantial understatement of their tax liability. If you
would like information on the amount or circumstances of this
penalty, please let us know.

You have the final responsibility for the income tax returns and,
therefore, you should review them carefully before you sign and
file them.
Our work in connection with the preparation of your income tax
returns does not include any procedures designed to discover
defalcations or other irregularities, should any exist. We will
render such accounting and bookkeeping assistance as we find
necessary for preparation of the income tax returns.
We will use our judgment in resolving questions where the tax law
is unclear, or where there may be conflicts between the taxing
authorities’ interpretations of the law and other supportable
positions. Unless otherwise instructed by you, we will resolve such
questions in your favor whenever possible.

Our fee for these services will be based upon the amount of time
required at our standard billing rates, plus out-of-pocket
expenses. All invoices are due and payable upon presentation.
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Your returns may be selected for review by the taxing authorities.
Any proposed adjustments by the examining agent are subject to
certain rights of appeal. In the event of such government tax
examination, we will be available upon request to represent you and
will render additional invoices for the time and expenses incurred.

If the foregoing fairly sets forth your understanding, please sign
this letter in the space indicated and return it to our office.
We want to express our appreciation for this opportunity to work
with you.

Very truly yours,

Accepted By: ____________________________
Date: ________________________________
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1120S - S-CORPORATION ENGAGEMENT LETTER

(Date)

(Address)
Dear:

This letter is to confirm and specify the terms of our engagement
with (Name of S Corporation) for the year ended (
) and to
clarify the nature and extent of the services we will provide.
Our engagement will be designed to perform the following services:
1.

Prepare the federal and requested state income tax returns
with supporting schedules.

2.

Perform any bookkeeping we find necessary for preparation of
the income tax returns.

The law provides for a penalty to be imposed where a taxpayer
makes a substantial understatement of their tax liability. Because a
S Corporation is an entity whose tax attributes flow through to its
shareholders, the penalty for substantial understatement of tax
relating to S Corporation items may be imposed on the shareholder.

Management is responsible for the proper recording of transactions
in the books of accounts, for the safeguarding of assets, and for the
substantial accuracy of the financial records. You have the final
responsibility for the income tax returns and, therefore, you should
review them carefully before you sign and file them.

Our work in connection with the preparation of your income tax
returns does not include any procedures designed to discover
defalcations or other irregularities, should any exist.
We will use our judgment in resolving questions where the tax law
is unclear, or where there may be conflicts between the taxing
authorities’ interpretations of the law and other supportable
positions. Unless otherwise instructed by you, we will resolve such
questions in your favor whenever possible.

Your returns may be selected for review by the taxing authorities.
Any proposed adjustments by the examining agent are subject to
certain rights of appeal. In the event of such government tax
examination, we will be available upon request to represent you and
will render additional invoices for the time and expenses incurred.
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Our fee for these services will be based upon the amount of time
required at our standard billing rates, plus out-of-pocket
expenses. All invoices are due and payable upon presentation. If
the foregoing fairly sets forth your understanding, please sign this
letter in the space indicated and return it to our office.
We want to express our appreciation for this opportunity to work
with you.

Very truly yours,

Accepted By: ___________________________________
Title: _________________________________________

Date: _______________________________________
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1120 - CORPORATION ENGAGEMENT LETTER

(Date)

(Address)

Dear:

This letter is to confirm and specify the terms of our engagement
with (Name of corporation) for the year ended (
) and to clarify
the nature and extent of the services we will provide.
Our engagement will be designed to perform the following services:

1.

Prepare the federal and requested state income tax returns
with supporting schedules.

2.

Perform any bookkeeping we find necessary for preparation of
the income tax returns.

The law provides for a penalty to be imposed where a taxpayer
makes a substantial understatement of their tax liability. If you
would like information on the amount or circumstances of this
penalty, please let us know.
Management is responsible for the proper recording of transactions
in the books of accounts, for the safeguarding of assets, and for the
substantial accuracy of the financial records. You have the final
responsibility for the income tax returns and, therefore, you should
review them carefully before you sign and file them.

Our work in connection with the preparation of your income tax
returns does not include any procedures designed to discover
defalcations or other irregularities, should any exist.

We will use our judgment in resolving questions where the tax law
is unclear, or where there may be conflicts between the taxing
authorities’ interpretations of the law and other supportable
positions. Unless otherwise instructed by you, we will resolve such
questions in your favor whenever possible.
Your returns may be selected for review by the taxing authorities.
Any proposed adjustments by the examining agent are subject to
certain rights of appeal. In the event of such government tax
examination, we will be available upon request to represent you and
will render additional invoices for the time and expenses incurred.

Our fee for these services will be based upon the amount of time
required at our standard billing rates, plus out-of-pocket
expenses. All invoices are due and payable upon presentation.
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If the foregoing fairly sets forth your understanding, please sign
this letter in the space indicated and return it to our office.
We want to express our appreciation for this opportunity to work
with you.

Very truly yours,

Accepted By: ___________________________________
Title: _________________________________________

Date: _______________________________________
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1065 - PARTNERSHIP TAX ENGAGEMENT LETTER

(Date)
(Address)

Dear:

This letter is to confirm and specify the terms of our engagement
with (Name of Partnership) for the year ended (
) and to clarify
the nature and extent of the services we will provide.
Our engagement will be designed to perform the following services:
1.

Prepare the federal and requested state income tax returns
with supporting schedules.

2.

Perform any bookkeeping we find necessary for preparation of
the income tax returns.

The law provides for a penalty to be imposed where a taxpayer
makes a substantial understatement of their tax liability. Because a
partnership is an entity whose tax attributes flow through to its
partners, the penalty for substantial understatement of tax relating
to partnership items may be imposed on the partner.

Management is responsible for the proper recording of transactions
in the books of accounts, for the safeguarding of assets, and for the
substantial accuracy of the financial records. You have the final
responsibility for the income tax returns and, therefore, you should
review them carefully before you sign and file them.
Our work in connection with the preparation of your income tax
returns does not include any procedures designed to discover
defalcations or other irregularities, should any exist.

We will use our judgment in resolving questions where the tax law
is unclear, or where there may be conflicts between the taxing
authorities’ interpretations of the law and other supportable
positions. Unless otherwise instructed by you, we will resolve such
questions in your favor whenever possible.
Your returns may be selected for review by the taxing authorities.
Any proposed adjustments by the examining agent are subject to
certain rights of appeal. In the event of such government tax
examination, we will be available upon request to represent you and
will render additional invoices for the time and expenses incurred.

Our fee for these services will be based upon the amount of time
required at our standard billing rates, plus out-of-pocket
expenses. All invoices are due and payable upon presentation.
I-11
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If the foregoing fairly sets forth your understanding, please sign
this letter in the space indicated and return it to our office.

We want to express our appreciation for this opportunity to work
with you.

Very truly yours,

Accepted By: ___________________________________
Title: _________________________________________

Date: _______________________________________
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OPTIONAL PARAGRAPHS FOR INCLUSION IN
TAX ENGAGEMENT LETTERS

A)

Expanded Understatement Penalty Disclosures

1.

For C-Corporations:

The law provides for a penalty to be imposed where a
taxpayer makes a substantial understatement of their tax
liability. For corporate taxpayers, a substantial
understatement exists when the understatement for the
year exceeds the greater of 10 percent of the tax required
to be shown on the return, or $10,000. The penalty is 25
percent of the tax underpayment. Taxpayers may seek to
avoid all or part of the penalty by showing (1) that they
acted in good faith and there was reasonable cause for
the understatement, (2) that the understatement was based
on substantial authority, or (3) that the relevant facts
affecting the item’s tax treatment were adequately
disclosed on the return. You agree to advise us if you
wish disclosure to be made in your returns or if you
desire us to identify or perform further research with
respect to any material tax issues for the purposes of
ascertaining whether, in our opinion, there is "substantial
authority" for the position proposed to be taken on such
issue in your returns.
A)

2.

For S-Corporations:

The law provides for a penalty to be imposed where
a taxpayer makes a substantial understatement of
their tax liability. For S-corporations and
individual taxpayers, a substantial understatement
exists when the understatement for the year
exceeds the greater of 10 percent of the tax
required to be shown on the return, or $5,000. The
penalty is 25 percent of the tax underpayment.
Taxpayers, other than "tax shelters" may seek to
avoid all or part of the penalty by showing (1) that
they acted in good faith and there was reasonable
cause for the understatement, (2) that the
understatement was based on substantial authority, or
(3) that the relevant facts affecting the item’s tax
treatment were adequately disclosed on the return.
A taxpayer is considered a "tax shelter" if its
principal purpose is to avoid Federal income tax.
Because an S-corporation is an entity whose tax
attributes flow through to its shareholders, the
penalty for substantial understatement of tax relating
to S-corporation items may be imposed on the
1-13
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shareholder. You agree to advise us if you wish
disclosure to be made in your returns or if you
desire us to identify or perform further research
with respect to any material tax issues for the
purpose of ascertaining whether, in our opinion,
there is "substantial authority" for the position
proposed to be taken on such issue in your returns.
A)

3.

For Partnerships:

The law provides for a penalty to be imposed where
a taxpayer makes a substantial understatement of
their tax liability. For partnerships and individual
taxpayers, a substantial understatement exists when
the understatement for the year exceeds the greater
of 10 percent of the tax required to be shown on
the return, or $5,000. The penalty is 25 percent of
the tax underpayment. Taxpayers, other than "tax
shelters" may seek to avoid all or part of the
penalty by showing (1) that they acted in good faith
and there was reasonable cause for the
understatement, (2) that the understatement was
based on substantial authority, or (3) that the
relevant facts affecting the item’s tax treatment
were adequately disclosed on the return. A taxpayer
is considered a "tax shelter" if its principal purpose
is to avoid Federal income tax. Because a
partnership is an entity whose tax attributes flow
through to its partners, the penalty for substantial
understatement of tax relating to partnership items
may be imposed on the partner. You agree to advise
us if you wish disclosure to be made in your
returns or if you desire us to identify or perform
further research with respect to any material tax
issues for the purpose of ascertaining whether, in
our opinion, there is "substantial authority" for the
position proposed to be taken on such issue in your
returns.
A)

4.

For Individuals:

The law provides for a penalty to be imposed where a
taxpayer makes a substantial understatement of their tax
liability. For individual taxpayers, a substantial
understatement exists when the understatement for the
year exceeds the greater of 10 percent of the tax required
to be shown on the return, or $5,000. The penalty is 25
percent of the tax underpayment. Taxpayers may seek to
avoid all or part of the penalty by showing (1) that they
acted in good faith and there was reasonable cause for
the understatement, (2) that the understatement was based
on substantial authority, or (3) that the relevant facts
1-14
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affecting the item’s tax treatment were adequately
disclosed on the return. You agree to advise us if you
wish disclosure to be made in your returns or if you
desire us to identify or perform further research with
respect to any material tax issues for the purpose of
ascertaining whether, in our opinion, there is "substantial
authority" for the position proposed to be taken on such
issue in your returns.

The engagement does not include any services not
specifically stated in this letter. However, we would be
pleased to consult with you regarding the income tax
matters such as proposed or completed transactions,
income tax projections, and in research in connection with
such matters. We will render additional invoices for such
services at our normal billing rates.
You represent that the information you are supplying to us is
accurate and complete to the best of your knowledge and that
your expenses for meals, entertainment, travel, gifts and
vehicle use are supported by records as required by law. We
will not verify the information you give us. However, we may
ask you for clarification of some of the information.
Your tax return will be processed by an outside tax
computer processing center. The computer fees are offset
by time saved in preparing your return manually. In the
event you believe your information is highly sensitive we
may, for an increase in processing fees, request extra
security or forego the outside processing altogether.
We subscribe to a program of peer review for maintenance
of quality control in our office. As part of this
program, your return may be selected for review by other
CPAs under strict rules of confidentiality. Your
acceptance below constitutes your agreement for
disclosure under the program.

A finance (service) charge of
percent per month will be
assessed on any unpaid balance after deduction of current
payments, credits, and allowances made within 30 days of date
of billing. This is an Annual Percentage Rate of___percent.
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TAX EXAMINATION ENGAGEMENT LETTER

(Date)
(Address)

Dear Client:
You have asked our Firm to review prior tax returns and represent
you during your audit by (tax authority) for the year(s) ended xxxx,
xxxx, and xxxx.

Our fee for these services will be based upon the amount of time
required at our standard billing rates, plus out-of-pocket
expenses. All invoices are due and payable upon presentation. We
will bill you for our services on a monthly basis.
If you approve of the engagement terms described above, please sign
the enclosed copy of this letter and return it to us.

Very truly yours,

I AM IN AGREEMENT WITH THE TERMS OF THE
ENGAGEMENT OUTLINED ABOVE:
Accepted By:

Client

146
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TAX RETURN ROUTING SCHEDULE

This form was designed to accompany the tax return and related file through all stages of
preparation and review. Its uses include monitoring the status of the return, budgeting,
billing, and tracking carryover items for preparation of the subsequent year return(s).
In designing this form, consideration was given to the practitioners who prepare returns
manually, with the aid of a service bureau and using in-house computer systems.
Accordingly, this form may include references not applicable to your individual
circumstances and may be edited, either manually or from the available diskette, to suit
your specific needs.
The routing section of the form may be used to aid in scheduling of staff and management
of available hours. In addition, the budget figures provide a guideline for assigned
personnel and may assist the preparer in providing an estimate to the client when
requested.

The subsequent year estimated tax payment section may be used as a tickler system for
sending estimate reminders to clients and may be utilized in preparing the subsequent year
return to determine deductions and total payments/credits. The reference to current year
tax is a reminder to check the applicable exception to underpayment penalty.

The carryover section includes some items that require the practitioner to maintain a detail
supporting schedule, such as suspended losses. In these cases the routing schedule is
designed only to provide a total or summary of the underlying detail. The listing of items
is not intended to be complete. Accordingly, space is provided to note additional items
applicable to specific clients.
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TAX RETURN ROUTING SCHEDULE - 1989

TAX YEAR

CLIENT NAME/NUMBER

TYPE OF RETURN STATE RETURNS REQUESTED

DUE DATE EXTENDED DUE DATE
DATE DATA RECEIVED FROM CLIENT TARGET COMPLETION DATE
IN-CHARGE

ENGAGEMENT LETTER SIGNED

SIGNER
Assigned to/
Target Date

Initial/Date

Actual
Time/Cost

Budget
Time/Cost

Client Interview
Preparation

Math Check
Forms Input Review
To Computer Service/Typing
Data Entry/Typing
Returned from Computer Service/Typing
Forms Output Review
Technical Review
Assembly
Signature
Mail/Pick-Up/Delivery (Circle One)
Estimate Reminder Log Updated
Total
BILLING
Prior Year
Current Year

Time Charges

1990 ESTIMATED TAX PAYMENTS
Federal
Due Date Amount
1st Quarter
2nd Quarter
3rd Quarter
4th Quarter
1989 Overpayment
Applied
Total
1989 Tax

___________
___________
___________
___________
___________
___________
___________
___________
___________
___________

Computer Charges

Out-of-Pocket

Total

CARRYOVERS NOTED FOR 1990
Federal
State
AMT Credit
Basis Limitations
Foreign Tax Credit
Capital Loss, long-term
Capital Loss, short-term
Contributions
General Business Credit
Suspended Loss (PAL)
Net Operating Loss
_________ Other_____________________________________________

State
Due Date Amount

______

SPECIAL INSTRUCTIONS/BUDGET EXCEPTIONS:
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TAX RETURN ROUTING SCHEDULE - 1989
CLIENT NAME/NUMBER

TAX YEAR

TYPE OF RETURN STATE RETURNS REQUESTED
DUE DATE EXTENDED DUE DATE

DATE DATA RECEIVED FROM CLIENT TARGET COMPLETION DATE

IN-CHARGE

ENGAGEMENT LETTER SIGNED

SIGNER

Assigned to/
Target Date

Initial/Date

Actual
Time/Cost

Budget
Time/Cost

Client Interview

Preparation_________________________ ______________

Math Check
Forms Input Review

____________
------------------

To Computer Service/Typing
Data Entry/Typing
Returned from Computer
Service/Typing

____________

Forms Output Review
Technical Review

Assembly

____________

Signature

____________

Mail/Pick-Up/Delivery
(Circle One)

____________

Estimate Reminder Log Updated

Total
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___________

TAX RETURN ROUTING SCHEDULE - 1989

CLIENT NAME/NUMBER

TAX YEAR

TYPE OF RETURN STATE RETURNS REQUESTED
DUE DATE EXTENDED DUE DATE
DATE DATA RECEIVED FROM CLIENT

IN-CHARGE

BILLING

TARGET COMPLETION DATE

SIGNER

Time Charges

ENGAGEMENT LETTER SIGNED

Computer Charges

Out-of-Pocket

Total

Prior Year
Current Year

1990 ESTIMATED TAX PAYMENTS
Federal
Due Date Amount
1st Quarter
2nd Quarter
3rd Quarter
4th Quarter
1989 Overpayment
Applied
Total
1989 Tax

_____
______

CARRYOVERS NOTED FOR 1990
Federal
State
AMT Credit
Basis Limitations
Foreign Tax Credit
Capital Loss, long-term
Capital Loss, short-term
Contributions
General Business Credit
Suspended Loss (PAL)
Net Operating Loss
_________ Other_____________________________________________

State
Due Date Amount

SPECIAL INSTRUCTIONS/BUDGET EXCEPTIONS:

I-20

© 1989 AICPA, Inc.

CLIENT REVIEW FOR ADDITIONAL SERVICES

This form was designed to assist practitioners in providing more complete service to their
clients and at the same time increasing billings from their existing client base. It is
anticipated that any individual working on the account may initiate the review as different
levels of personnel are likely to provide differing perspectives. The procedure may be done
on an annual basis, perhaps in conjunction with the year-end, and may then be suspended
to be addressed at a less busy time of the year. The completed form may then be routed
to the various personnel in charge of the areas for which additional services are being
considered, as well as to the partner in charge. The respective specialists should then
provide their comments to the partner in charge, or whoever is deemed applicable, to
determine the appropriate action to be taken. A firm may appoint a business development
committee to review the completed forms on a regular basis.
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CLIENT REVIEW FOR ADDITIONAL SERVICES

CLIENT NAME/NUMBER____________________________________________________________________
PARTNER IN CHARGE

PREPARED BY

DATE

ROUTE TO:,,,,
The following services should be considered for this client: (check applicable items)

DISPOSITION/COMMENTS

_______

Amend prior year returns - additions,
deductions, carrybacks, etc.
Business plans

Buy/sell agreements

Cash/credit management
Change accounting method/system
Change tax year

Compensation and benefit planning

Computer services
- has no computer, may need one
- has computer, may need internal
control review

- has computer, needs assistance
Estate planning
Finance and banking relations

Income tax planning
_______

MAS service - financial,
marketing, operations, etc.
Personal financial planning
Qualified retirement plans

Retirement planning

Risk management

Set up accounting systems,
records, etc.
_______

Tax entity changes - incorporation,
’S’ election, liquidation, etc.

_______

Other___________________________
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CLEARED BY

REVIEW COMMENTS

CLIENT NAME/NUMBER __________________

TAX YEAR_______________________

REVIEWED BY__________ TIME____________

DATE COMPLETED_______________

CLEARED BY___________ TIME_____________

DATE COMPLETED______________

REF.

DISPOSITION/EXPLANATION

REVIEW COMMENTS

—

Page of
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TAX RESEARCH REQUEST AND RESULTS FORMS

These forms were developed to formalize tax research assignments, notify the personnel
related to an account that a research project has been initiated, provide a framework for
the assigned personnel and serve as a means to monitor the status of the project. Routing
the request to other personnel associated with the client may help to insure that all
pertinent facts are provided to the assigned researcher. In addition, someone may have
encountered the situation, or a similar circumstance, with another client and may be able
to provide some valuable assistance regarding the question at hand. Practitioners may also
choose to keep a file of completed request/results forms, indexed by Code Section or some
other means, as an in-house reference source.
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TAX RESEARCH REQUEST

CLIENT NAME/NUMBER_____________________________________________________

REQUESTED BY

DATE OF REQUEST

PARTNER IN CHARGE

ASSIGNED TO

APPROVED BY

DUE DATE

TIME BUDGET

ROUTE TO

FACTS:

QUESTION:

1-25

© 1989 AICPA, Inc.

TAX RESEARCH RESULTS

CLIENT NAME/NUMBER____________________________________________________
PREPARED BY

TIME

DATE COMPLETED

REVIEWED BY

TIME

DATE COMPLETED

ROUTE TO:,,,,File(s)

FINDINGS: (Attach Research)

CONCLUSION:
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CORPORATE & S CORPORATION ORGANIZERS

The enclosed Corporation and S Corporation tax organizers have been
designed to assist in compiling the information needed to prepare the
1989 return. The following pages contain many of the common income
items, expenses, deductions and credits as well as questions that
determine the proper handling of these items.
The organizer can be completed by the client or staff that is working
on accounting or audit areas.
Parameters need to be established for questions 205 (207 for S
Corporations) and 310 before the questionnaire is given to the client.
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CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT

CORPORATE NAME

ADDRESS

TAX PERIOD ENDING

____________________________________________________________

FEDERAL TAX EIN#

____________________________________________________________

STATE EIN#

____________________________________________________________
Please attach a detailed trial balance, depreciation
schedules, balance sheet, and profit and loss statement.
addition, we will need the following information:

In

YES
100)

NO

GENERAL INFORMATION
101)

102)

103)

104)

Is the address above different from
last year?

_______

Has the corporation been notified of any
changes to previous returns by any taxing
authority? If yes, please attach copies
of all correspondence.

_______

Has there been a change in ownership percentages
since last year? If so, please attach a schedule
reflecting last year’s ownership and this year’s
change in ownership.

_______

If this is the first year we will prepare the
tax return, please provide the following from
your file or your prior accountant:

Last three years tax returns
Depreciation schedules
List of all investment stock owned
All tax carryforward schedules such as
NOL, tax credits, contributions, etc.
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_______
_______
_______
_______

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

105)

Please describe the principle business activity
of the corporation:

.1)

Did the corporation purchase or sell a
business or business segment during this
year? If yes, please attach a copy of
contract or agreement.

.2)

Did the corporation engage in any new
activities during the year? If yes,
please describe new business on attached sheet.

106)

Does the corporation have a qualified
employee retirement plan? If yes, who is to
prepare Forms 5500?
Number of plans?

107)

Does the corporation provide nontaxable
fringe benefits to employees, such
as health insurance, life insurance, and
dependent care? If yes, please describe.

108)

Did the corporation at the end of its tax year
own, directly or indirectly, 50% or more of the
voting stock of a domestic corporation? If
yes, show: (1) name, address, EI# and percentage
owned; (2) taxable income or (loss) of such
corporation for the year ended with or within
your taxable year from Form 1120, page 1,
line 28, $.

109)

Did any corporation, individual, partnership,
trust or estate at the end of the taxable
year own directly or indirectly, 50% or more
of the corporation’s voting stock? If yes:
.1)

Name, address, EI/SSN and
percentage owned.

.2)

Was owner a person other than a
U.S. citizen?
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NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

110)

NO

Do the shareholders owning 80% or more of
this corporation own 80% or more of any
other corporation(s)? If yes, provide

.1)

Name:
Address:
EI#:
Tax Year End:
Shareholder(s)/Percentage:

____________________________________
____________________________________
____________________________________
____________________________________
____________________________________

.2)

Income/Loss:

____________________________________

111)

Is this corporation a shareholder of any
controlled foreign corporation? Please
identify each corporation.

112)

Does the corporation have signature authority
or an interest in a foreign bank account?
Please list foreign bank and average balance
in account.

113)

Was the corporation the grantor or transferor
to a foreign trust?

114)

During this taxable year, did the corporation
pay dividends? If yes, please attach a Schedule
reflecting date declared, date paid, amount and
form of payment (cash, other).

115)

Are any of the tax/accounting records maintained
on a computerized system?

116)

List tax deposits below in order of date paid:

1st Qtr.

FEDERAL Date Paid
Amount _______

2nd Otr.

3rd Otr.

4th Otr.

Paid with
Extension(s)

Prior year
Overpayment

________

$_________

Date Paid
Amount _______ ________

$_________

STATE -
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N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

117)

Please attach a detailed listing of the activity
for the tax year in the corporation’s general
ledger income tax accounts (asset, liability
and expense).

118)

Circle method of accounting for tax purposes:
Cash

Accrual

Other

119)

Did the corporation establish any new general
ledger accounts during the year? If so, attach
a list with a brief explanation of each new account.

120)

Is this an initial return?

121)

Is this a final return?

122)

Has the corporation included personal use of
company owned or leased property (planes,
trains, and automobiles) vehicles as
compensation in W-2’s (and if applicable,
subjected such amounts to FICA, FUTA, and
SUTA taxes) or been reimbursed by
the employee?

123)

Did the corporation include other taxable
fringe benefits such as group term life,
education assistance, expense allowances,
as compensation in the employee W-2 and if
applicable subjected such amounts to FICA,
FUTA and SUTA taxes?

124)

How many shareholders did the corporation have
at the end of the tax year?

125)

Do the shareholders have a buy/sell agreement?
(Submit a copy for our permanent file if not
previously provided.)

126)

Did the corporation post any entries to the
retained earnings account during the year?
If yes, please provide a detail of the
account’s activity during the year.
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NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

127)

Has the corporation filed all required
information returns (1099s, 1098s, etc.)

128)

Did the corporation have loans between
shareholder(s) and other related parties
during the tax year? If yes, please
indicate amount of loan, date of transaction,
interest rate, and payments. Please attach
copies of note(s) if not previously
provided.

129)

Are there any accruals to shareholder(s)
at year end? If yes, please provide
detail.

130)

Has the corporation updated its minute
book for the year?

131)

Please list the name and telephone number
of the corporation’s advisors:

Number

Name

Attorney_________________
_________________

____________

Insurance_________________

____________

Broker

____________

Banker

132)

____________

_________________

Does the corporation do business in any other state.
If yes, and state returns are required:

.1)

Provide copies of supporting schedules
reflecting the three factors (property,
payroll, sales) multistate apportionment
formula used to determine income.

.2)

Provide a
for which
treatment
and state

schedule showing any amounts
there are known timing or
differences between federal
reporting.
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NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

200)

INCOME
201)

Did the corporation receive interest from
the following sources: If yes, please
list total amount.
U.S. Agencies
U.S. Government
Municipal tax exempt
Municipal bonds Private agency

202)

Did the corporation sell any stock, bonds,
or securities during the year? If yes,
please complete the following:
Cost or Basis
Description of
Date
(Plus Selling Date
Securities Sold Acquired Expenses)
Sold

203)

Did the corporation own any stock or
securities that became worthless
during the year? If yes, please
attach details.

204)

Did the corporation sell any assets
used in its business? If yes, please
provide the following information for each
asset sold:
Description of Asset Sold

__

Date Sold

Original Cost or Basis

__________

Date Acquired

__________
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Total
Sales
Price

NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

205)

Depreciation Claimed in Prior

____

Sales Price

____

Selling Expenses

____

Please list detail of all miscellaneous income
items greater than $in the
miscellaneous income account.

Amount

Description

206)

Did the corporation receive dividend income
this year? If yes, please list dividend
income by source:

Stockname

207)

Amount
of Dividend

Has the corporation made any sales qualifying for the
installment method of reporting. If yes, for any sales
reported on the installment basis, provide a breakdown
of the interest and principal received and confirmation
of the beginning and ending contract balances.
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Over 20%
Owned

NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

300)

DEDUCTIONS

301)

Information regarding corporate officers.

Name

SS Number

% Time
Worked

%
Stock
Owned
Com. Pfd.

Total
Compensation

(1)___________________________________________________

(2)___________________________________________________

(3)___________________________________________________
(4)___________________________________________________

.1)

Name of
Officer/
Shareholder

.2)

302)

Is the corporation a personal service
corporation (PSC) with a fiscal year end.
If yes, please provide the following
information:
Compensation from
Beg.of Fiscal Yr. to
End of Calendar Yr.

Compensation from Beg. of
Subsequent Calendar Yr. Total
to End of Fiscal Yr.
Comp.

If the PSC has elected a fiscal year
end, please provide a copy of an
approved election (Form 8716) if not
previously provided.

Is the corporation subject to Uniform Capitalization
Rules under Sec. 263A, (related to items such as
inventory, construction)? If yes, provide copies of
all schedules reflecting the calculation of the amount
of general and administrative expenses required to be
capitalized in ending inventory.
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NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

303)

Please list charitable contributions made
or accrued during the year:

Name

304)

Amount

.1)

Did the corporation have an accrued
charitable contribution at year end?
If yes, please attach a copy of minutes
authorizing contribution.

.2)

Did the corporation make a charitable
contribution of inventory or property?
If yes, attach detail.

.3)

Did the corporation make political
contributions during this tax year?
If yes, please enter amount
$.

Does the corporation pay life insurance
premiums (other than group term life) for
officers of the corporation? If yes, please
provide the following for each policy:

Face Amount
Insured
Policy owner
Beneficiary
Type of policy
Premium paid
Cash surrender at year end
Loan balance at year end
Interest paid on policy loan
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NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

305)

Did the corporation pay penalties/fines during
the tax year? If yes, list amount(s) and indicate
the reason for the penalty/fine.

306)

Did the corporation acquire any assets during
the tax year. If so, attach a list of new assets
purchased during the year and indicate desire to
elect fast write-off (Section 179) within limitation.
PLEASE NOTE DATE PLACED IN SERVICE.

307)

Does the corporation own or lease any vehicles?
If yes, please provide the following information for
each vehicle (note certain exceptions may apply for
companies with more than five vehicles).
.1)

Vehicle Description

Date placed in service
Business miles

Commuting miles
Other personal miles

Total miles
Does the corporation have evidence to
support the business use claimed?
If yes, is the evidence written?

.2)

Was the vehicle available for personal use
during off-duty hours?

.3)

Was the vehicle used primarily by a more
than 5% owner or related person?

.4)

Is another vehicle available for personal
use?
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NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

.5)

If the vehicle is leased indicate:
Date of lease

________

Fair market value at
inception
______________

Term of the lease

Lease payment
308)

309)

______________

Please answer the following questions regarding
corporate policy for vehicles:
.1)

Does the corporation maintain a written
policy statement that prohibits all
personal use of vehicles, including
commuting, by employees?

.2)

Does the corporation maintain a written
policy statement that prohibits personal
use of vehicles, excluding commuting, by
employees?

.3)

Does the corporation treat all use of
vehicles by employees as personal use?

.4)

Does the corporation provide more than five
vehicles to employees and retain the
information received from employees
concerning the use of the vehicles?

Are computers or other property used by
employees for personal purposes? If yes,
complete the following:

Description

Date Placed Business
in Service Use %
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NO

N/A

CORPORATE ORGANIZER
TO BE COMPLETED BY CLIENT
YES

.1)

.2)
310)

Does the corporation have evidence to
support the business use claimed?

If yes, is evidence written?

Please describe all miscellaneous expenses in excess of
$in the miscellaneous expense account.
Description

311)

Amount

Will all compensation related accruals
(including vacation pay) be paid within
2 1/2 months of year end? If no, please
provide details of unpaid amounts.

I-39

© 1989 AICPA, Inc.

NO

_______
_______

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT

CORPORATE NAME

ADDRESS

TAX PERIOD ENDING

____________________________________________________________

FEDERAL TAX EIN#

____________________________________________________________

STATE EIN#

____________________________________________________________
Please attach a detailed trial balance depreciation
schedules, balance sheet, and profit and loss statement.
addition, we will need the following information:

In

YES

100)

GENERAL INFORMATION
101)

Is the address above different from
last year?

102)

Has the corporation been notified of any
changes to previous returns by any taxing
authority? If yes, please attach copies
of all correspondence.

103)

Has there been a change in ownership percentages
since last year? If so, please attach a schedule
reflecting last year’s ownership and this year’s
change in ownership.

104)

If this is the first year we will prepare the
tax return, please provide the following from
your file or your prior accountant:

Last three years tax returns
Depreciation schedules
List of all investment stock owned
All tax carryforward schedules for NOL,
tax credits, contributions, from a
prior C corporation.
Shareholder basis carryforward schedule
S corporation approval
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

105)

If the corporation (1) filed its election
to be an S corporation after December 31,
1986; and (2) was a C corporation prior to
making the election, please provide a copy
of the schedule of net built-in gains.

106)

Please describe the principle business activity
of the corporation:

.1)

Did the corporation purchase or sell a
business or business segment during this
year? If yes, please attach a copy of
contract or agreement.

.2)

Did the corporation engage in any new
activities during the year? If yes, please
describe new business on attached sheet.

107)

Does the corporation have a qualified
employee retirement plan? If yes, who is to
prepare Forms 5500?
Number of plans?

108)

Does the corporation provide nontaxable
fringe benefits to employees, such
as health insurance, life insurance, and
dependent care? If yes, please describe.

109)

Did the corporation at the end of its tax year
own, directly or indirectly, 50% or more of the
voting stock of a domestic corporation? If
yes, show: (1) name, address, EI# and percentage
owned; (2) taxable income or (loss) of such
corporation for the year ended with or within
your taxable year from Form 1120, page 1,
line 28, $.
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

110)

Do the shareholders owning 80% or more of
this corporation own 80% or more of any
other corporation(s)? If yes, provide
.1)

Name
Address
EI#
Tax Year End
Shareholder(s)/Percentage

____________________________________
____________________________________
____________________________________
____________________________________
____________________________________

.2)

Income/Loss

____________________________________

111)

Is this corporation a shareholder of any
controlled foreign corporation? Please
identify each corporation.

112)

Does the corporation have signature authority
or an interest in a foreign bank account?
Please list foreign bank and average balance
in account.

113)

Was the corporation the grantor or transferor
to a foreign trust?

114)

During this taxable year, did the corporation
pay dividends? If yes, please attach a Schedule
reflecting date declared, date paid, amount and
form of payment (cash, other).

115)

Did the corporation make distributions to
shareholders, other than dividends? If so,
.1)

please list total distributions to
shareholder(s):

Cash

Shareholder

116)

NO

Are any of the tax accounting records maintained
on a computerized system?
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Other

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

117)

118)

Has the corporation elected a fiscal year
end? If yes, list tax deposits made on Form 720.
Date Amount

NO

_

_______

List tax deposits below in order of date paid:

1st Otr.

2nd Otr.

3rd Otr.

FEDERAL Date Paid
Amount

4th Otr.

Prior year
Overpayment

Paid with
Extension(s)

__________

$

STATE __________

Date Paid
Amount

$

119)

Please attach a detailed listing of the activity
for the tax year in the corporation’s general
ledger income tax accounts (asset, liability
and expense).

120)

Circle method of accounting for tax purposes:

Cash

Accrual

Other

121)

Did the corporation establish any new general
ledger accounts during the year? If so, attach
a list with a brief explanation of each new account.

122)

Is this an initial return?

123)

Is this a final return?

124)

Did the corporation include other taxable
fringe benefits such as group term life,
education assistances, expense allowances,
as compensation in the employee W-2 and if
applicable subjected such amounts to FICA,
FUTA and SUTA taxes?

125)

How many shareholders did the corporation have
at the end of the tax year?
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N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

126)

Do the shareholders have a buy/sell agreement?
(Submit a copy for our permanent file if not
previously provided.)

127)

Which shareholder is designated as the
tax matters person?

128)

Did the corporation post any entries to the
retained earnings account during the year?
If yes, please provide a detail of the
account’s activity during the year.

129)

Has the corporation filed all required
information returns (1099s, 1098s, etc.)

130)

Did the corporation have loans between
shareholder(s) and other related parties
during the tax year? If yes, please
indicate amount of loan, date of transaction,
interest rate, and payments. Please attach
copies of note(s) if not previously
provided.

131)

Are there any accruals to shareholder(s)
at year end? If yes, please provide
detail.

132)

Has the corporation updated its minute
book for the year?

133)

Please list the name and telephone number
of the corporation’s advisors:
Number

Name

Attorney_________________

____________

Banker

_________________

____________

Insurance_________________

____________

Broker

____________

_________________
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

134)

200)

Does the corporation do business in any other state.
If yes, and state returns are required:
.1)

Provide copies of supporting schedules
reflecting the three factors (property,
payroll, sales) multistate apportionment
formula used to determine income.

.2)

Provide a schedule showing any amounts
for which there are known timing or
treatment differences between federal
and state reporting.

INCOME
201)

Does the corporation engage in more than one
trade or business activity? If yes, please
list and note those started or acquired
after 10/22/86?

202)

Does the corporation engage in any rental
activity? If yes, please list and note
those started or acquired after 10/22/86.

203)

Did the corporation receive interest from
the following sources: If yes, please
list total amount.

U.S. Agencies
U.S. Government
Municipal tax exempt
Municipal bonds Private agency
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

204)

Did the corporation sell any stock, bonds,
or securities during the year? If yes,
please complete the following:
Cost or Basis
Description of
Date
(Plus Selling Date
Total
Securities Sold Acquired Expenses)
Sold Sales Price

205)

Did the corporation own any stock or
securities that became worthless
during the year? If yes, please
attach details.

206)

Did the corporation sell any assets
used in your business? If yes, please
provide the following information for each
asset sold:
__

Description of Asset Sold

Date Sold
Original Cost or Basis

Date Acquired
Depreciation Claimed in Prior
Sales Price
Selling Expenses
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

207)

Please list detail of all miscellaneous income
items greater than $
in the
miscellaneous income account.
Amount

Description

208)

Did the corporation receive dividend income
this year? If yes, please list dividend
income by source:
Amount
of Dividend

Stockname

209)

Has the corporation made any sales qualifying for the
installment method of reporting. If yes, for any sales
reported on the installment basis, provide a breakdown
of the interest and principal received and confirmation
of the beginning and ending contract balances.
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

300)

DEDUCTIONS

301)

Information regarding corporate officers.

Name

SS Number

% Time
Worked

%
Stock
Owned
Com. Pfd.

Total
Compensation

(1)____________________________________________________________
(2)____________________________________________________________
(3)____________________________________________________________
(4)____________________________________________________________
Does the corporation have a fiscal year end? If so, please
provide the following information:

Name of
Officer/
Shareholder

Compensation from
Beg.of Fiscal Yr. to
End of Calendar Yr.

Compensation from Beg. of
Subsequent Calendar Yr.
to End of Fiscal Yr.

If the corporation has elected a fiscal year
end, please provide an approved election
(Form 8716).

302)

Is the corporation subject to Uniform Capitalization
Rules under Sec. 263A, (related to items such as
inventory, construction). If yes, provide copies of
all schedules reflecting the calculation of the amount
of general and administrative expenses required to be
capitalized in ending inventory.
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Total
Comp.

NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

303)

Please list charitable contributions
made or accrued during the year:
Amount

Name

304)

.1)

Did the corporation have an accrued
charitable contribution at year end?
If yes, please attach a copy of minutes
authorizing contribution.

.2)

Did the corporation make a charitable
contribution of inventory or property?
If yes, attach detail.

.3)

Did the corporation make political
contributions during this tax year?
If yes, please enter amount
$.

Does the corporation pay life insurance
premiums (other than group term life) for
officers of the corporation? If yes, please
provide the following for each policy:

Face Amount
Insured
Policy owner
Beneficiary
Type of policy
Premium paid
Cash surrender at year end
Loan balance at year end
Interest paid on policy loan
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

305)

Did the corporation pay penalties/fines during the
tax year? If yes, list amount(s) and indicate the
reason for the penalty/fine.

306)

Attach a list of new assets purchased during
the year and indicate desire to elect fast
write-off (Section 179) within limitation.
PLEASE NOTE DATE ACQUIRED.

307)

Does the corporation own or lease any vehicles?
If yes, please provide the following information for
each vehicle (note certain exceptions may apply for
companies with more than five vehicles).
.1)

Vehicle Description

Date placed in service
Business miles
Commuting miles

Other personal miles

Total miles
Does the corporation have evidence to
support the business use claimed?

If yes, is the evidence written?

.2)

Was the vehicle available for personal use
during off-duty hours?

.3)

Was the vehicle used primarily by a more
than 5% owner or related person?

.4)

Is another vehicle available for personal
use?
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

.5)

If the vehicle is leased indicate:

Date of lease

______

Fair market value at
inception
______________
Term of the lease

______________

Lease payment

308)

309)

Please answer the following questions regarding
corporate policy for vehicles:
.1)

Does the corporation maintain a written
policy statement that prohibits all
personal use of vehicles, including
commuting, by employees?

.2)

Does the corporation maintain a written
policy statement that prohibits personal
use of vehicles, excluding commuting, by
employees?

.3)

Does the corporation treat all use of
vehicles by employees as personal use?

.4)

Does the corporation provide more than five
vehicles to employees and retain the
information received from employees
concerning the use of the vehicles?

Are computers or other property used by
employees for personal purposes. If yes,
complete the following:

Description

Date Placed Business
in Service Use %
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

310)

.1)

Does the corporation have evidence to
support the business use claimed?

.2)

If yes, is evidence written?

Please describe all miscellaneous expenses in excess
of $ in the miscellaneous expense account.
Description

400)

Amount

311)

Will all compensation related accruals
(including vacation pay) be paid within
2 1/2 months of year end? If no,
please provide details of unpaid
amounts.

312)

Please identify fringe benefits paid on
behalf of more than 2% shareholders
(including but not limited to medical,
life insurance, disability, housing, etc.)

SHAREHOLDER INFORMATION
401)

Please attach a list of all shareholders and
provide the following information:
.

Name

.

Address

.

Social Security Number
SSN/EI
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NO

N/A

S CORPORATION ORGANIZER
TO BE COMPLETED BY CLIENT
YES

Percentage of Stock Ownership
for Tax Year

.

_____________________________

Did the Shareholder acquire corporate
stock after 10/22/86?
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NO

N/A

STATE REVENUE DEPARTMENT LISTING
NOTES
Alabama
Department of Revenue
Income Tax Forms
P.O. Box 327410
Montgomery, Alabama 36132-7410
(205) 242-1000

Alaska
Department of Revenue
State Office Building, P.O. Box SA
Juneau, AK 99811
(907) 465-2320

Arizona
Department of Revenue
Attention: Forms
1600 West Monroe Street
Phoenix, AZ 85007
(602) 542-4260

Arkansas
Department of Finance and Administration
Revenue Division
P.O. Box 3628
Little Rock, AR 72203
(501) 682-7255

California
Franchise Tax Board
Tax Forms Request
P.O. Box 94240
Sacramento, CA 94240-0070
(916) 635-8023
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NOTES
Colorado
Department of Revenue
1375 Sherman Street
Denver, CO 80261
(303) 534-1208

Connecticut
Department of Revenue Services
State Tax Department
92 Farmington Ave.
Hartford, CT 06105
(203) 566-8520

Delaware
Department of Finance
Division of Revenue
Delaware State Building
820 N. French Street
Wilmington, DE 19801
(302) 571-3300

Florida
Department of Revenue
Supply Department
Carlton Building, Room M-44
Tallahassee, FL 32399-0100
(904) 488-6272

Georgia
Income Tax Unit
Department of Revenue
Trinity-Washington Building
Atlanta, Ga 30334
(404) 656-4293 or 4071
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NOTES
Hawaii
First Taxation District
830 Punch Bowl Street
P.O. Box 259
Honolulu, HI 96809
(808) 548-3270

Idaho
State Tax Commission
P.O. Box 36
Boise, ID 83722
(208) 334-7660

Illinois
Illinois Department of Revenue
P.O. Box 19010
Springfield, IL 62794-9010
(217) 782-3336

Indiana
Indiana Department of Revenue
100 N. Senate Avenue
Indianapolis, IN 46204
(317) 232-2189

Iowa
Iowa Department of Revenue and Finance
Taxpayer Services Section
P.O. Box 10413
Hoover State Office Building
Des Moines, IA 50306
(515) 281-3114
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NOTES
Kansas
Department of Revenue
Division of Taxation
Income and Inheritance Tax Bureau
P.O. Box 12001
Topeka, KS 66612-2001
(913)296-3051

Kentucky
Revenue Cabinet
Property and Mail Service
Frankfort, KY 40620
(502) 564-3658

Louisiana
Department of Revenue
P.O. Box 201
Baton Rouge, LA 70821
(504) 925-7532

Maine
Bureau of Taxation
Income Tax Section
State Office Building
Augusta, ME 04333
(207) 289-3695

Maryland
Comptroller of the Treasury
Income Tax Division
State Income Tax Building
Annapolis, MD 21411
(301) 974-3117
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NOTES
Massachusetts
Massachusetts Income Tax Bureau
Taxpayer Assistance Bureau
100 Cambridge Street
Boston, MA 02204
(617) 727-4545

Michigan
Michigan Department of the Treasury
Revenue Administrative Services
430 West Allgan
Treasury Building
Lansing, MI 48922
(517) 373-3200

Minnesota
Minnesota Department of Revenue
Mail Station 4450
St. Paul, MN 55146
(612) 296-3781

Mississippi
State Tax Commission
P.O. Box 960
Jackson, MS 39215
(601) 359-1141

Missouri
Individual Tax Bureau
P.O. Box 2200 "A"
Jefferson City, MO 65105
(314) 751-3505
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NOTES
Montana
Montana Department of Revenue
Income Tax Division
P.O. Box 5805
Helena, MT 59604
(406) 444-2981

Nebraska
Nebraska Department of Revenue
Box 94818
Lincoln, NE 68509-4818
(402) 471-2971

Nevada
Department of Taxation
Capitol Complex
1340 South Curry Street
Carson City, NV 89710
(702) 885-4892

New Hampshire
Department of Revenue
State of New Hampshire
P.O. Box 637
Concord, NH 03302
(603) 271-2191

New Jersey
Division of Taxation
50 Barrack Street - CN240
Trenton, NJ 08646
(609) 292-5185
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NOTES
New Mexico
Revenue Division
P.O. Box 630
Santa Fe, NM 87509
(505) 827-0700

New York City
Department of Finance
Bureau of Tax Collection
P.O. Box 3900
Church Street Station
New York, NY 10008
(718) 935-6739 or 6000

New York State
Department of Taxation and Finance
Taxpayer Service Bureau
W. Averell Harriman State
Office Building Campus
Albany, NY 12227
(518) 457-2772

North Carolina
Department of Revenue
P.O. Box 25000
Raleigh, NC 27640
(919) 733-3991

North Dakota
North Dakota State Tax Department
State Capitol
600 East Boulevard Avenue
Bismark, ND 58505-0599
(701) 224-3450
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NOTES
Ohio
Department of Taxation
Income Tax Division
P.O. Box 2476
Columbus, OH 43266
(614) 433-7750

Oklahoma
Oklahoma Tax Commission
Income Tax Division
2501 Lincoln Blvd.
Oklahoma City, OK 73194
(405) 521-3108

Oregon
Department of Revenue
955 Center Street, N.E.
P.O. Box 14999
Salem, OR 97310
(503) 371-2244

Pennsylvania
Commonwealth of Pennsylvania
Department of Revenue
Strawberry Square
Harrisburg, PA 17127
(717) 787-8201

Rhode Island
Rhode Island Division of Taxation
289 Promenade Street
Providence, RI 02908
(401) 277-3934
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NOTES
South Carolina
South Carolina Tax Commission
Individual Income Tax Division
P.O. Box 125
Columbia, SC 29214
(803) 737-5000

South Dakota
Department of Revenue
700 Governors Drive
Pierre, SD 57501-2276
(605) 773-3311

Tennessee
Department of Revenue
Andrew Jackson State Office Building
Room 807
500 Deaderick Street
Nashville, TN 37242
(615) 741- 3133

Texas
Comptroller of Public Accountants
State of Texas
111 East 17th
Austin, TX 78774
(512) 463-4600

Utah
Utah State Tax Commission
160 E. 300 S. Heber Wells Building
Salt Lake City, UT 84134
(801) 530-6306
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NOTES
Vermont
Vermont Department of Taxes
Pavilion Office Building
Montpelier, VT 05602
(802) 828-2545

Virginia
Department of Taxation
P.O. Box 1115
Richmond, VA 23208-1115
(804) 367-8031

Washington
Department of Revenue
General Administration Building
Olympia, WA 98504
(206) 753-5540

Washington, DC
Government of District of Columbia
Department of Finance and Revenue
Room 2053
300 Indiana Avenue, N.W.
Washington, DC 20001
(202) 727-6104 or 6105

West Virginia
State Tax Department
Taxpayer Service Division
P.O. Box 3784
Charleston, WV 25337-3784
(304) 348-3333

Wisconsin
Wisconsin Department of Revenue
P.O. Box 8903
Madison, WI 53708
(608) 266-1961
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NOTES

Wyoming
The State of Wyoming
Secretary of State
Capitol Building
Cheyenne, WY 82002
(307) 777-7378
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EMPLOYER’S WORKSHEET TO CALCULATE EMPLOYEE’S
TAXABLE INCOME RESULTING FROM
EMPLOYER-PROVIDED VEHICLE
FOR CALENDAR YEAR 1989

EMPLOYEE’S NAME: _________________________________________________
Select one method (note limitations on methods II and III)
METHOD I - GENERAL METHOD

Fair market value of vehicle at date first available
for personal use. (Value must be determined at
the beginning of every fifth year.)

$

Annual lease value - chart

________

(A)

Personal use %
Total miles
Business miles
Personal Miles

()

Personal/total miles
Personal value of annual lease

(A)x(B)>

If employer pays for fuel, multiply the
number of personal miles driven by 5.5
cents per mile.
Total employee taxable income

(B)

.

%

(C)

.

%

(D)
(C)+(D) >

If used less than entire year, multiply this amount by
fraction which is number of days available divided by 365.
A minimum of 30 days personal use must be assumed or a
daily rate (4 times the regular rate) applied.
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$

METHOD II - SPECIAL COMMUTING METHOD

This part can only be used for vehicles covered by a written policy which
allows commuting but no other personal use. DO NOT USE if employee is
officer or 1% owner.
Number of commuting round trips made
Value per round trip

________
x $ 3.00

Total employee taxable income

$ ===

METHOD III - STANDARD MILEAGE RATE METHOD **
Enter personal miles (not to
exceed 15,000)

x

$0,255=

$

Enter personal miles in excess
of 15,000
x

$0.11 =

$

Enter miles for which employee
paid for fuel
x $0,055=

$()
$==

Total employee taxable income

**An alternative is to value the personal use in accordance with the standard mileage
rate formula (currently, 25-1/2 cents per mile for the first 15,000 miles per year and 11
cents per mile for all miles in excess of 15,000). Generally, in order to qualify to use
the cents-per-mile method, the vehicle must: (1) Be regularly used in the employer’s
business, (2) Be driven at least 10,000 miles per year, and (3) Have a fair market value
of less than $12,800.

Once this special alternative is used for a particular vehicle, it must be continued for as
long as the vehicle is owned by the employer. If this method is desirable, it must be
selected in the year the vehicle is first used for personal purposes.
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ANNUAL LEASE VALUE TABLE
AUTOMOBILE
FAIR MARKET
VALUE
$0-999
1,000- 1,999
2,000- 2,999
3,000- 3,999
4,000- 4,999
5,000- 5,999
6,000- 6,999
7,000- 7,999
8,000- 8,999
9,000- 9,999
10,000-10,999
11,000-11,999
12,000-12,999
13,000-13,999
14,000-14,999
15,000-15,999
16,000-16,999
17,000-17,999
18,000-18,999
19,000-19,999
20,000-20,999
21,000-21,999

ANNUAL
LEASE
VALUE

$

AUTOMOBILE
FAIR MARKET
VALUE
22,000-22,999
23,000-23,999
24,000-24,999
25,000-25,999
26,000-27,999
28,000-29,999
30,000-31,999
32,000-33,999
34,000-35,999
36,000-37,999
38,000-39,999
40,000-41,999
42,000-43,999
44,000-45,999
46,000-47,999
48,000-49,999
50,000-51,999
52,000-53,999
54,000-55,999
56,000-57,999
58,000-60,000

600
850
1,100
1,350
1,600
1,850
2,100
2,350
2,600
2,850
3,100
3,350
3,600
3,850
4,100
4,350
4,600
4,850
5,100
5,350
5,600
5,850

For vehicles having a fair market value in excess of $60,000, the
Annual Lease Value is equal to: (.25 x automobile fair market
value) + $500.

I-67

© 1989 AICPA, Inc.

ANNUAL
LEASE
VALUE

6,100
6,350
6,600
6,850
7,250
7,750
8,250
8,750
9,250
9,750
10,250
10,750
11,250
11,750
12,250
12,750
13,250
13,750
14,250
14,750
15,250

STATEMENT FROM EMPLOYEE TO EMPLOYER REGARDING
USE OF EMPLOYER - PROVIDED VEHICLE
FOR CALENDAR YEAR 1989
(Description of vehicle - model, make, etc.)
(Reporting period from
to
)

Dear Employee:

The IRS requires employers to provide certain information on their tax return
with respect to the vehicle provided to you. 1 The IRS generally requires that
written records be maintained to document the use of business vehicles. Since
our policy requires you to maintain the detailed records, please provide
answers to the following questions. If you were provided more than one
vehicle, you need to prepare one of these statements for each vehicle
provided.
If you have any questions regarding the requirement that you maintain
sufficient evidence to support your answers to the following questions, contact
your supervisor immediately.

(1)

Was the vehicle available for your personal use during
off-duty hours?

YES

NO

(2)

Did you have another vehicle available for your personal
use (this includes a car you own personally)?

YES

NO

(3)

Are you an officer or 1% owner of the business?

YES

NO

(4)

How many commuting round trips did you make in this
vehicle?

________________

(5)

Please provide the number of miles for each category below:
Total business miles
Total commuting miles
Total other personal (non-commuting miles)
TOTAL MILES

(6)

Did the employer pay the cost of fuel consumed by
this vehicle?

________________
________________
________________

YES

NO

Please sign and date in the space provided below and return to your
supervisor.

(EMPLOYEE’S SIGNATURE AND DATE)
1The information contained in this form will be used to calculate an amount to be included in your 1989 W-2
income.

We will select the method that is most beneficial to you.
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II. 1040

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 1040
Client Name: ____________________________________

Client Number:

Interviewed by: __________________________________

Date Completed/Hours:

___________________________

Prepared by: ____________________________________

Date Completed/Hours:

___________________________

Reviewed by: ____________________________________

Date Completed/Hours:

___________________________

Return Due Date: ________________________________

Extension Due Date: ______________________________

__________________________________

DONE
100)

GENERAL INFORMATION

101)

Review the taxpayer’s name, age, social
security number, address, occupation,
filing status and number of exemptions.
(For 1989 an exemption may not be allowed
for student who has reached age 24.)
Obtain dependent’s birth dates and social
security numbers (must be reported if 2
or older).

102)

Review prior year returns, memos,
workpapers and correspondence files.

103)

If the taxpayer has been examined by the
Internal Revenue Service:

.1)

Obtain copies of the revenue agent’s
reports.

.2)

Verify that the agent’s adjustments
have been entered in the taxpayer’s
records.

.3)

If any of the agent’s adjustments affect
income tax returns of years other than
those audited, consider amendments.

.4)

Determine whether amended state tax
returns should be filed to reflect
adjustments.
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N/A

COMMENTS OR
EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

104)

Check for carryover items such as:

.1)

Prior year overpayment credited
to estimate.

.2)

Net operating loss.

.3)

Capital loss.

.4)

Investment credit
(compute % reduction).

.5)

Alternative Minimum Tax Credit.

.6)

Other credits.

.7)

Charitable contributions.

.8)

Installment sales.

.9)

Retirement plan contribution.

.10)

Passive activity losses
and credits.

.11)

Change of accounting adjustments
(Sec. 481):

(a)
(b)
(c)

Bad debt reserve.
Uniform capitalization.
Other Section 481 adjustment
(Proportionate disallowance;
overall change of method, etc.)

.12)

Four year ratable inclusion of short
period income from partnerships, S
corporations and trusts that changed
to a required tax year in 1987.

.13)

Home office deductions.

.14)

Section 179.

.15)

Investment interest expense.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

.16)

105)

200)

Update schedule of carryforward
deductions and credits.

Inquire whether the taxpayer has made or
received any below-market-rate loans. If so,
determine imputed interest consequences.

INCOME
201)

Determine if taxpayer received any taxable
employee benefits during the year (e.g.,
PS-58 costs, club dues, auto allowances).
Determine whether they were reported
on Form W-2.

202)

Determine if taxpayer had investment income
from foreign companies and if tax was
withheld at the source.

203)

Disclose exempt interest on state and
municipal bonds on the federal return.

204)

Exclude interest on United States securities
from the state returns. Consider whether
municipal bond interest excluded on federal
should be added back on the state return.

205)

Compare sources of dividend and interest
income with prior year’s items. Name of
payor on return should agree with 1099.

206)

Review dividends in order to segregate tax
able, non-taxable and capital gain portions.

207)

Update the taxpayer carryforward data
schedule for any non-taxable dividends or
dividends reinvested.

208)

Review reporting of any state tax
refunds based on the tax benefit rule.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

209)

Determine if taxpayer paid or received
alimony during the year. Insure that child
support payments are not included. If tax
payer paid alimony, include the recipient’s
name and social security number on Form
1040.

210)

If the taxpayer is divorced or separated:
.1)

Obtain a copy of the applicable documents.

.2)

Determine the appropriate basis of any
property transferred.

.3)

Determine if taxpayer received depreciable
business assets which have been converted
to non-business personal assets. If applicable,
report depreciation recapture and related
investment credit recapture.

.4)

For post-July 18, 1984 divorces, review
amount received/paid to determine nontaxable/deductible/recapture portion:

.5)

211)

(a)

Six-year rule for pre-1987 divorces.

(b)

Three-year rule for Post-1986
divorces and pre-1987 divorce decrees
that have been modified to accommo
date the three-year rule.

Attach written authorization, or Form
8332, for dependency exemption to non
custodial parent tax return.

Determine that installment sales are
reported properly.
.1)

Determine that the full amount of
depreciation recapture is reported in
the year of sale.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

.2)

.3)

.4)

Review for appropriate interest rates
on debt instruments received in
connection with the sale. Determine
whether any interest rate/
income adjustments are necessary
(OID).

______________________________

Dealer Sales:

(a)

Determine that the installment method
is not used to report post December 31,
1987 sales of dealer property. (Excep
tions - farm property, certain time
share rights and residential lots if
proper election is made.)

(b)

Determine that the interest owed as
a result of an election in (1) above
is properly reported.

(c)

For sales occurring after February
28, 1986, and before January 1, 1988,
compute Section 481 adjustments, and
consider application of three year
payment provisions for amounts
attributable to the proportionate
disallowance rules.

Consider special rules for installment
reporting by certain non-dealers of
real (post 1986 sales) or personal property
(post 1988 sales) where the sales price
exceeds $150,000 (Section 453A). (Does not
apply to certain farm property.)

(a)

Compute the interest payment on any
deferred tax liability if the face
amount of all obligations arising
from this type of disposition
exceeds $5,000,000.

(b)

Determine that the proper amount
is treated as a collection on any
pledged installment obligation.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

.5)

212)

Consider election out of install
ment method.

If a residence or other property was
sold, exchanged, or involuntarily
converted during the year, consider
the provisions relating to:
.1)

Non-recognition of gain or loss.

.2)

Recapture of depreciation and/or
investment tax credit (home office
and related equipment).

.3)

Obtain closing statements, loan
disbursement statements and
most recent Form 2119.

213)

Review the possibility of the wash sale
rules.

214)

Inquire whether taxpayer has any worth
less securities or bad debts to be
reflected in the current year return.

215)

If there are any Section 1231 gains,
determine the amounts, if any, subject
to ordinary income treatment as a result
of prior years’ Section 1231 losses.

216)

Consider office in home deduction
limitations.

217)

If the taxpayer recovered amounts previously
deducted, determine if the full benefit was
received from prior years’ deductions.

218)

Determine if the taxpayer received an IRA,
pension, or annuity distribution and review
for non-taxable portions.

219)

Determine if the taxpayer made a qualified
rollover within sixty days of a retirement
plan distribution.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

220)

Determine if the taxpayer has met age 70-1/2
minimum withdrawal requirement for IRAs, etc.

221)

Consider the tax basis of a partnership or
S corporation interest before claiming a
loss; also, at-risk limitations and hobby
loss rules on sole-proprietor Schedule C.

222)

Determine if the taxpayer has a partnership
or S corporation loss carryforward not
utilized due to insufficient basis and
determine if additional basis has been
generated in the current years to deduct all
or a portion of the losses.

223)

If the taxpayer is an S corporation share
holder who made loans to the corporation,
check for gain on repayment.

224)

Review all K-1’s to determine that all
items have been properly included.

225)

For passive activities consider:

.1)

.2)

Losses from an activity may be limited
if the taxpayer has any of the following
(See Passive Activity Checklist):

(a)

The taxpayer was involved in a trade
or business in which he does not
materially participate.

(b)

The taxpayer had any rental activity
other than hotels, car rental and
similar activities in which substan
tial services are provided.

(c)

The taxpayer is a limited partner
or S corporation shareholder.

Consider passive activity elections
(see PAL checklist).
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

300)

226)

Designate and include income subject to
self-employment tax (Schedule C, Partnership
and Other Income).

227)

Determine taxability of any scholarships,
fellowships, social security benefits
or disability income received. (Unemploy
ment benefits are fully taxable.)

228)

Consider proper amount to be reported with
regard to income in respect of decedents
(inherited installment receivables, etc.).

DEDUCTIONS

301)

For all businesses of the taxpayer:

.1)

Determine if accounting methods used are
comparable to the preceding period.

.2)

Review the taxpayer’s vacation pay
accrual policy to determine if a
deduction is allowable on the accrual
basis (i.e., vested) and that the accrued
vacation pay will be taken/paid within two
and one-half months.

.3)

Consider the uniform capitalization rules
(this applies to self-constructed assets,
resalers of personal property with average
receipts in excess of $10 million
including attribution, and all
producers.)

(a)

Determine that the application of
the uniform capitalization rules
is consistent with prior years.
If not, consider application for
change in accounting method
(Form 3115).
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

COMMENTS OR
N/A EXPLANATION

(b)

Determine that all costs are
included -- those capitalized
under the old law full absorption,
as well as a portion of the
additional costs required under
Regs. Section 1.263A-lT(b).

(c)

Consider interest capitalization
rules for debt incurred to produce
property.

_______________________

If the beginning inventory is
revalued: (a) ascertain the amount
of adjustment required for the
beginning inventory due to the
change in method of accounting
(Section 481); (b) ascertain Section
481 forward spread period (not to
exceed four years); (c) Determine
that Form 3115 and the 263A
checklist are attached to the tax
return in the year of change;
(d) consider electing "simplified"
methods.

_______________________

(d)

(e) For farmers and ranchers consider:

(i)

One-time election out of uniform
capitalization rules if election
was not required in a prior year.

(ii)

TAMRA exempts expenses incurred
in the production of animals
after 1988, unless the business
is required to use an accrual
method of accounting.

(iii)

For first taxable year beginning
after 1988, TAMRA permits the
revocation of a prior election
to expense the costs of producing
animals.
_______
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INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
COMMENTS OR
N/A EXPLANATION

DONE

(f) Consider TAMRA changes applicable
to authors, photographers and
artists.
.4)

_______________

For long-term contracts entered into after
February 28, 1986:

(a)

Determine that taxpayers reporting under the
completed-contract method recognize 40%
(70% for post Oct. 13, 1987 contracts; 90% for
post 6/20/88 contracts) of related income on
the percentage-of-completion method.
(Exceptions - construction contracts
completed within two years and annual average
gross receipts for the past three years
are less than 10 million dollars and/or
"home construction contracts".)

(b)

Consider recent modifications to the
percentage-of-completion method:
(i)

Completion percentage based on costs,
not work performed.

(ii)

The expanded requirement to capitalize costs
similar to uniform capitalization
rules.
_______
_______________

(iii)

.5)

_______

The requirement to compare prior year
estimate inaccuracies with actual costs at
completion of the contract and pay/claim
interest on related change to prior year
taxes ("Look-Back Rule") (Form 8697).

(iv)

Review contract aggregation rules.

(v)

Consider option to "automatically"
change to percentage of completion.

(vi)

Consider related party rules
(Notice 89-15).

Consider self-employed health insurance
deduction (limited to net earned income).
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______________________________

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

302)

If employer included 100% of value of use of
auto, etc., on W-2 inquire:
.1)

If client has evidence to support
deduction for a portion of the
included amount as business use.

.2)

If such evidence is written.

303)

Determine the applicability of a moving
expense deduction and whether the reimburse
ment is properly reported.

304)

Determine if the taxpayer is entitled to a
deduction for contributions to an IRA, SEP,
Keogh or other qualified retirement plan and
review possible alternatives with taxpayer
before the return due date:

.1)

Determine that IRA contributions have
been or will be made no later than April
16, 1990. Keogh/SEP plan contributions must
be made by the due date of the return,
including extensions.

.2)

Alimony income qualifies for IRA
contributions.

.3)

Prepare Form 8606 for non-deductible
IRA contributions.

305)

Consider medical transportation deductions
and medical and drug expense limitations.

306)

Consider the deduction of Medicare premiums
if the taxpayer is 65 years of age, or older.

307)

If medical insurance reimbursement for
prior years has been received, determine
whether such reimbursement should be
reported as income.
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N/A

COMMENTS OR
EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 1040
DONE

308)

309)

310)

Investment interest:
.1)

Limit the taxpayer’s deduction for
investment interest to net investment
income.

.2)

Consider the phase-out of the $10,000
deductible amount (20% allocation in
1989).

.3)

In computing net investment income,
deduct investment expenses after
application of the 2% AGI floor.

Personal interest:

.1)

Deduct only 20% of interest attributable
to personal (consumer) items.

.2)

Treat interest attributable to tax liabilities
as personal interest (Note: Qualified
Residence Interest Exception).

Determine that qualified residence interest
is limited to the principal residence of the
taxpayer and one (1) other residence of the
taxpayer; that all such debts are secured by
such residences and "perfected" and the deduction
is limited to:
.1)

Interest paid on acquisition indebtedness.
Acquisition debt is either debt incurred
before October 14, 1987, or not more than
$1,000,000 in debt incurred after October
13, 1987, to acquire, construct or sub
stantially improve any qualified resi
dence; and

.2)

Home equity indebtedness. Home equity
debt cannot exceed the lesser of $100,000
or the fair market value of the residence
reduced by the acquisition indebtedness
with respect to such residence.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

311)

Allocation of interest expense:

.1)

Determine that the proper allocations
have been made dividing interest
expense among:
(a) Trade or business expenditures.

(b) Investment expenditures.

(c) Passive activity expenditures.
(d) Personal (consumer) expenditures.
(e) Tax-exempt investments.

debts allocated to
expenditure, determine
ordering of loan
been considered.

.2)

For interest on
more than one
that the proper
repayments has

.3)

Determine that the debt has been
properly reallocated to the expenditure
when either:

(a)

The subject of the first expenditure
has been disposed of and the proceeds
are used for another expenditure, or

(b)

The character of the expenditure
has changed.

312)

Determine if interest deduction limitations
apply to interest incurred to purchase or
carry market discount bonds or short-term
debt obligations.

313)

Other interest considerations:
.1)

Treat amortizable bond premium (for
bonds acquired after October 22, 1986)
as interest expense.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040

DONE

.2)

Consider the capitalization of interest
when the taxpayer is constructing or
producing real or tangible personal
property which:

(a)

Has a class life of 20 years or more,

(b)

Has an estimated production period
exceeding two years, or

(c)

Has an estimated production period
exceeding one year and a cost
exceeding $1,000,000.

.3)

Eliminate interest expense on debts with
respect to life insurance policies
(purchased after June 20, 1986)
on owners and key employees to the extent
that the total of such loans exceeds
$50,000.

.4)

Determine that interest is not claimed
for any loan made or renewed after
1986 from a qualified retirement plan
to a key employee or if such loan is
guaranteed by 401(k) deferrals.

314)

Consider the charitable contribution
limitations.

315)

List all non-cash contributions separately.
When the total claimed value of all contri
buted property exceeds $500 and/or the value
of one item exceeds $5,000, complete the
applicable section of Form 8283.

316)

Reduce contribution deduction to
a college which entitles client to
purchase athletic tickets, by 20%.

317)

Review all personal casualty gains and
losses for proper reporting.

318)

Consider vacation home deduction limitations.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

400)

319)

Inquire if the taxpayer can substantiate by
adequate records, as required under IRC
Section 274, expenses claimed for enter
tainment, gifts, travel, conventions, and
listed property. (Note $25 limit on gifts.)

320)

Limit meals and entertainment deduction to
80%. (Inquire if there are any employee
events, etc., that qualify for 100% deduction.)

321)

Consider deduction of unused loss carry
overs and excess deductions on termination
from estates and trusts.

DEPRECIATION

401)

Consider various depreciation methods and lives
(post-1986 acquisitions consult
Rev. Proc. 87-57 tables and TAMRA):
.1)

Consider Section 179 election to expense
certain depreciable assets.

.2)

For acquisitions of real estate, other than
low-income housing, after December 31, 1980
and before January 1, 1987, determine that
depreciation deductions are computed using
the appropriate ACRS life and method.

.3)

For acquisitions of real estate after
December 31, 1986, determine if property is
residential or non-residential property.
Determine that modified ACRS (MACRS)
depreciation deductions are computed using
straight-line, mid-month convention, 27.5-year
life for residential rental and 31.5-year life
for non-residential real property.

.4)

For acquisitions after December 31, 1986,
determine the MACRS life for each
asset placed in service and appropriate
depreciation method. (See Rev. Proc. 87-56)
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

.5)

Determine the applicable convention (e.g.
half-year, mid-quarter). If more than 40%
of MACRS property (except real estate)
is placed in service during the last three
months of the year use mid-quarter
convention.

.6)

For leasehold improvements made after
December 31, 1986, determine that the cost is
being recovered over the applicable recovery
period, REGARDLESS of the lease period.

.7)

Consider electing the alternative
depreciation system (ADS, 150% or SL)
for property placed in service during
the year.

.8)

If a short year, determine that Rev.
Proc. 89-15 is followed.

.9)

Consider depreciation limitations for
IRB financed property.

.10)

For farming, determine that MACRS is
applied using 150%. Note ADS-SL
required if elected out of Section
263A.

402)

Make adjustments for depreciable assets which
are demolished, obsolete, abandoned and/or out of
service. Consider investment credit recapture.

403)

For assets placed in service after June 18, 1984,
that are used partly for business and partly for
personal use (i.e., autos, computers, airplanes,
boats):

.1)

For autos, consider the maximum allowable
under the luxury auto rules.

.2)

For autos, determine limitation if the
business usage is 50% or less.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

500)

.3)

Determine limitations for all other mixed-use
property, if the business usage is
50% or less.

.4)

For leased vehicles and property, determine
the business and personal usages and
calculate the appropriate income to be
reported by referring to the IRS tables.

.5)

Inquire if the individual has kept the
required records indicating the business and
personal use of property.

.6)

For listed property acquired after April
1984, determine the recapture if the business
usage is 50% or less.

404)

Determine if property/equipment leases are
operating leases or capital leases.

405)

Form 4562:

.1)

Reconcile depreciation expense to supporting
schedules.

.2)

Complete all questions regarding personal use
of listed property.

.3)

Determine that all amortizable items are
separately stated and the proper Code
Section cited.

TAX COMPUTATIONS AND CREDITS

501)

Alternative minimum tax must
be computed by making adjustments
such as:
.1)

Depreciation on property placed in service,
after December 31, 1986 (or July 31, 1986,
if election was made), must be recomputed
using an alternative system (See
Rev. Proc. 87-57).
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040

DONE

.2)

Mining, exploration research &
experimental costs must be capitalized
and amortized over a ten-year
period.

_______

.3)

Income from long-term contracts entered
into after February 28, 1986 must be
computed using the percentage-of-completion
method of accounting. (Note: Exception
for "home construction contracts".)

.4)

Income from post-February 28, 1986,
dispositions of real or personal
property held for sale in the ordinary
course of business shall be determined
without regard to the installment method,
except in cases where an election is
made to pay interest on the tax deferred
by the qualified installment sale.

.5)

An AMT net operating loss (NOL) deduction
is allowed in place of the regular NOL
deduction. Post-1986 AMT NOL is available
only to extent of 90% of pre-NOL AMTI.

.6)

Calculations requiring tax basis
must use the AMT adjusted basis.

.7)

Itemized deductions adjusted for the
following AMT rules:
(a)

No deduction is allowed for
miscellaneous itemized deductions
or most taxes.

(b)

Medical expenses are subject to a
10% floor.

(c)

Qualified housing interest expense
is restricted.

(d)

No phase-in is allowed for personal
or investment interest expense.

(e)

State tax refunds are excluded from
AMTI.
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COMMENTS OR
N/A EXPLANATION

_______________

_______________________

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

.8)

.9)

.10)

502)

The following preference items must
be added:

(a)

Excess depletion.

(b)

Excess intangible drilling costs.

(c)

The spread between the fair market value
at the time of exercise and the purchase
price of incentive stock options.

(d)

Tax-exempt interest on private activity
bonds issued after August 7, 1986.

(e)

Appreciated property charitable deduction
less the adjusted basis (include post
August 15, 1986 carryovers).

(f)

Accelerated depreciation on real and
leased personal property placed in
service before January 1, 1987.

(g)

Exemptions (determine, if AMT
applied to the 1987 return, that the
return was amended.)

Consider special rules denying certain
losses for AMT purposes.

(a)

Net passive activity losses asadjusted
for tax preferences (seeForm 8582).

(b)

Certain farm losses.

(c)

Insolvent taxpayers.

Consider only foreign tax credit in
AMT computation.

Consider tax credits such as:

.1)

Child care credit. (Note: detailed
information on payee required in
1989.)
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

503)

504)

.2)

Credit for the elderly.

.3)

Business energy credits.

.4)

Foreign tax credit.

.5)

Rehabilitation investment tax
credit.

.6)

Jobs credit.

.7)

Credit for federal tax on gasoline,
special fuels and lubricating oil.

.8)

Earned income credit.

.9)

Low income housing credit.

.10)

Research credit.

Determine if, based upon nature of income
and deductions, sale of assets, etc., the
taxpayer is subject to:
.1)

Self-employment tax. (If clergy and
filed Form 4361, write "ExemptForm 4361" on Form 1040, Line 48.)

.2)

Investment credit recapture.

.3)

Social security tax on tip income.

.4)

Tax on premature distributions or
overfunding of IRAs or other
qualified plans.

.5)

Tax on excess distributions from
qualified plans.

.6)

Tax on trust accumulation distributions.

Consider all options for lump-sum
distributions from retirement plans:

.1)

The one-time election for five-year averag
ing available only after age 59-1/2.
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_______

COMMENTS OR
N/A EXPLANATION

_______________

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

600)

.2)

Election to treat capital gains portion
as ordinary income.

.3)

The transition rule - taxpayers reaching
50 before 1986 have a one-time election to:
(a)

Elect capital gains without regard to
five-year phase-out, and

(b)

Elect either five-year averaging
with current year rates or tenyear averaging with 1986 tax rates.

505)

If taxpayer qualifies for the supplemental
Medicare premium, complete Form 8808.

506)

Confirm with the taxpayer the amounts and
dates of any federal, state and local
estimated tax deposits for the year.

507)

Determine if the taxpayer has paid excess
FICA tax for which credit should be claimed.

508)

If withholding and estimated tax payments
are less than 90% of the tax liability,
file Form 2210, if applicable.

509)

Consider changes needed in estimated tax
for the forthcoming year and set up
estimated tax payments.

OTHER REQUIREMENTS
601)

If the taxpayer sold partnership interests
during year, determine that appropriate
information was given to the partnership
to enable it to prepare Form 8308.

602)

Determine whether the taxpayer needs to
complete IRS Form 8271, Investor Reporting
Tax Shelter Registration, for use by
investor in reporting shelter I.D. number.
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N/A

COMMENTS OR
EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

603)

Consider capitalizing carrying charges
(interest, taxes, etc.) on non
productive property.

604)

Consider the election to forego the net
operating loss carryback:

605)

.1)

If electing to forego - attach
required statement.

.2)

If carrying back - prepare 1045 or 1040X.

Consider Section 6661 that provides a
25% penalty for substantial understatement
of tax liability. If this penalty could
result from any income, deduction,
loss, or credit item, then:

.1)

Consider if substantial authority exists
for the item in question. If not,
consider disclosure. (Form 8275).

.2)

Consider advising the taxpayer, in
writing, of the 25% penalty.

606)

Inquire if the taxpayer made gifts in
excess of $10,000 (or any applicable state
minimum) for the benefit of any individual
during the year. Include gifts in connection
with below-market loans to related parties.

607)

Prepare state income tax returns. Review
each state’s modification requirements.

608)

Attach extension requests to tax return.

609)

Prepare filing instructions and transmittal
letter to the taxpayer.

610)

Advise any taxpayers with qualified plans
of the return filing requirements.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

611)

If the taxpayer has made an "applicable asset
acquisition" (transfer of assets that con
stitute a trade or business), determine that
applicable reporting requirements regarding
allocation of purchase price have been met.

612)

Consider need to disclose taxable income
information to preparer of returns of
dependents under the age of 14.

613)

If parent elects to report child’s interest
and dividends, prepare Form 8814.

614)

If final return of deceased taxpayer,
determine if the proper allocation has
been made for all items of income, deduction
and credits between this return and the
estate income tax return.

615)

Information returns:

.1)

Consider mag-media filing requirements
for 1099s and W-2s.

.2)

Determine whether the partnership has
filed all information returns (1099s,
1098s) and whether it has included the
personal use portion of employer property
and 401(k) deferred compensation information
in its employees’ W-2s.

.3)

Consider additional items subject to
employer FICA, such as: 401(k) deferrals,
employer-provided excess group-term life
insurance, all cash tips, etc.
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COMMENTS OR
N/A EXPLANATION

INDIVIDUAL INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1040
DONE

616)

Note any tax planning suggestions below.

COMMENTS OR EXPLANATIONS:
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N/A

COMMENTS OR
EXPLANATION

SHORT VERSION
INDIVIDUAL INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1040
Client Name:___________________________________ -

Client Number:

Interviewed by: -------------------------

Date Completed/Hours:

—

_______________ ___________________
_____________ _____________

Prepared by:_______________ ____________________

Date Completed/Hours:___________________________

Reviewed by:____________________________

Date Completed/Hours:

—

Return Due Date:_________________

—

____ _______________________

Extension Due Date: _____________________ _________

DONE
100)

200)

GENERAL INFORMATION
101)

Review and update basic taxpayer information
(address, dependents, etc.).

102)

Review prior return, workpapers, etc.

103)

Check for carryovers.

INCOME
201)

Determine if any alimony paid or
received.

202)

Determine if accounting methods used are compar
able to the preceding year unless changes are
approved or required (vacation pay, uniform
capitalization, long-term contract,etc.).

203)

Determine that all current adjustments from
changes in accounting method and period are
reported (e.g., bad debt reserve, uniform
capitalization, 1987 short year K-1’s,
etc.).

204)

Sale or other disposition of property:

.1)

.2)
.3)

Check for recapture items.
Review interest rates on debt instruments.
Consider installment reporting for sales
that qualify (reminder: generally, dealer
sales after December 31, 1987, do not
qualify).
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N/A

COMMENTS OR
EXPLANATION

SHORT VERSION
INDIVIDUAL INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1040
DONE

300)

.4)

Report proper amount from pledging install
ment receivables.

.5)

Determine proper amount to be reported as a
Section 481 adjustment (4-year spread) from
pre-1988 installment sales that were subject
to proportionate disallowance.

.6)

Determine amounts taxable and/or deferred
from sale of personal residence.

205)

Determine proper reporting of all annuities, and
qualified retirement plans, IRA’s, etc.

206)

Consider passive activity loss limitations,
carryovers and election.

207)

Review all K-1’s to determine that all items have
been properly reported.

208)

Inquire about other possible sources of income
(such as salaries, dividends, interest, rents,
taxable fringe benefits, etc.).

DEDUCTIONS

301)

Consider home office deduction limitations and
carryovers.

302)

Determine applicability of moving expense
deduction.

303)

Determine if the taxpayer is entitled to deduc
tion for contribution to IRA, Keogh, etc.

304)

Determine the proper allocation to and limita
tions on deductions for interest and other
expenses relating to:
.1)

Investment expenditures.

.2)

Personal (consumer) expenditures.
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COMMENTS OR
N/A EXPLANATION

SHORT VERSION
INDIVIDUAL INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1040
DONE

.3)

Qualified residence interest.

.4)

Trade or business expenditures.

.5)

Passive activity expenditures.

.6)

Tax-exempt investments.

.7)

Capitalization of interest during con
struction.

.8)

Interest on qualified plan loans.

.9)

Meals and entertainment expenses
(80%).

305)

Consider requirement to file Form 8283 for
charitable contributions other than cash.

306)

Consider all depreciation requirements and
options including:

.1)

Election to expense up to $10,000 of certain
assets.

.2)

Separate rules for non-recovery property,
ACRS and MACRS.

.3)

Requirements relating to listed property.

.4)

Determine if leases are operating leases
or capital leases.

307)

Determine that all amortizable items are written
off over the correct period.

308)

Inquire about other possible deductions (such as
charitable contributions, medical expense, taxes,
employee business expense, worthless securities,
casualty losses, vacation homes, etc.).
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COMMENTS OR
N/A EXPLANATION

SHORT VERSION
INDIVIDUAL INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1040
DONE

400)

500)

COMMENTS OR
N/A EXPLANATION

TAX COMPUTATION AND CREDITS

401)

Compute alternative minimum tax.

402)

Compute self-employment tax.

403)

Compute all applicable credits including
carryovers.

404)

Compute investment credit recapture.

405)

Compute tax on premature distributions from
retirement accounts and annuities.

406)

Compute supplemental Medicare
premium - Form 8808.

407)

Claim credit for excess FICA.

408)

Prepare estimated tax vouchers for next year.

OTHER REQUIREMENTS
501)

Prepare Form 8271 to report tax shelter
registration numbers, etc.

502)

Consider capitalization of carrying charges
on non-productive property.

503)

Consider election to forego net operating loss
carryback.

504)

Consider various options for taxing lump-sum
distributions from retirement plans.

505)

Inquire if the taxpayer has required records
for travel, entertainment and listed property
deductions.

506)

Consider risk of 25% penalty for substantial
understatement of tax liability.
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_______________________

SHORT VERSION
INDIVIDUAL INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1040
DONE

507)

Determine if gift tax return is required.

508)

Advise taxpayers with qualified plans of return
filing requirements.

509)

Prepare state income tax returns.

510)

Prepare list of carryovers to next year.

511)

Consider need to disclose taxable income
information to preparer of returns of
dependents under the age of 14.

512)

If parent elects to report child’s
interest and dividends, prepare
Form 8814.

513)

Note any tax planning suggestions below.

COMMENTS OR EXPLANATIONS
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COMMENTS OR
N/A EXPLANATION

III.
1041

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
Client Name:_________________________ __________

Client Number:__________________________________

Interviewed by: -------------------------------- -------------------

Date Completed/Hours:

Prepared by:______________________ —------------------

Date Completed/Hours:...............................................

Reviewed by: ______ _______________ —------------------

Date Completed/Hours:

Return Due Date:_______________________________

Extension Due Date: ______________________________

___________________________

_______________________ _—

DONE

100) GENERAL INFORMATION:
101) Review the trust or estate’s name, address,
fiscal year, type of entity, identification
number and date entity was created. (Trust
returns must be calendar year.)

102) Review prior year returns, memos,
workpapers and correspondence files.
103) If the trust or estate has been examined
by the Internal Revenue Service:

.1)

Obtain copies of the revenue agent’s
reports.

.2)

Determine that the agent’s adjustments have
been entered in the trust’s records.

.3)

If any of the agent’s adjustments affect
the income tax returns of years other than
those audited, consider amendments.

.4)

Consider whether amended state tax returns
should be filed to reflect adjustments.

104) Verify that a copy of the trust or will is in
the permanent file and document the various
provisions which determine the tax treatment
of income, corpus, and distributions. Check
for amendments, revisions, etc., since last
review and for effect of litigation.
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_

N/A

COMMENTS OR
EXPLANATION

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

105)

Determine that the basis used for property
passing from a decedent is based on fair
market value at date of death or other
applicable estate tax value.

106)

Check for carryover items such as:
.1)

Prior year overpayment credited to estimate.

.2)

Net operating loss.

.3)

Capital loss.

.4)

Investment credit.

.5)

Alternative minimum taxcredit.

.6)

Other credits.

.7)

Installment sales.

.8)

Four year ratable inclusion of short
period income from partnerships, S
corporations and trusts that changed
to a required (calendar) tax year in
1987.

.9)

Change of accounting adjustments (sec. 481):
(a)
(b)
(c)

107)

Bad debt reserve
Uniform capitalization
Other Section 481 adjustments such as
proportionate disallowance, overall
change of method, etc.

.10)

Investment interest.

.11)

Update schedule of carryforward income,
deductions, and credits.

Inquire if the trust or estate has made or
received any below-market loans. If so,
determine imputed interest consequences.
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N/A

COMMENTS OR
EXPLANATION

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

200)

108)

Determine method of accounting - cash, accrual or
other.

109)

Review prior year returns for items which may have
an effect upon or require similar treatment in the
current year.

110)

Determine that information regarding
beneficiaries’ names, addresses, dates
of birth, etc., is complete.

111)

Determine if there has been any change in income
interests of beneficiaries during the year and
document.

112)

Determine accounting income as
provided under the trust document.

113)

Ascertain whether this trust is taxed as a
corporation. If so, go to the 1120
checklist.

114)

Grantor Trusts: consider filing requirements
for both state and federal returns. Under
certain circumstances form 1041 may not be
required.

115)

Review powers of spouse or others which may
cause grantor trust application.

INCOME
201)

Compare sources of dividends and interest income
with prior year items. Identity of payer should
agree with 1099.

202)

Review dividends in order to segregate taxable,
non-taxable and capital gain portions.

203)

Update the trust or estate carryforward data
schedule for any non-taxable dividends or
dividends reinvested.
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COMMENTS OR
N/A EXPLANATION

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 1041
DONE

204)

Determine if the trust or estate had investment
income from foreign companies and if tax was
withheld at the source.

205)

Disclose exempt interest on state and municipal
bonds on the federal return. Determine deductible
portion of administrative expense.

206)

Exclude interest on United States securities from
the state returns. Consider whether municipal
bond interest excluded on federal should be added
back on state return.

207)

Review reporting of any state tax refunds based
on the tax benefit rule.

208)

For all businesses of the taxpayer:

209)

.1)

Determine that accounting methods
used are comparable to the preceding
period.

.2)

Consider the new $25 million or less
gross receipts test for family farming
entities in order to continue use of
cash basis. This applies to trusts
which are treated by the IRS as
corporations.

Determine that installment sales are
reported properly.
.1)

Determine that the full amount of
depreciation recapture is reported in
the year of sale.

.2)

Review for appropriate interest rates
on debt instruments received in
connection with the sale. Determine
whether any interest rate/
income adjustments are necessary
(OID).
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N/A EXPLANATION

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 1041
DONE

.3)

.4)

.5)

Dealer Sales:

(a)

Determine that the installment method
is not used to report post December 31,
1987 sales of dealer property. (Excep
tions - farm property, certain time
share rights and residential lots if
proper election is made.)

(b)

Determine that the interest owed as
a result of an election in (1) above
is properly reported.

(c)

For sales occurring after February
28, 1986, and before January 1, 1988,
compute Section 481 adjustments, and
consider application of three year
payment provisions for amounts
attributable to the proportionate
disallowance rules.

Consider special rules for installment
reporting by certain non-dealers of real
(post 1986 sales) or personal property
(post 1988 sales) where the sales price
exceeds $150,000 (Section 453A). (Does
not apply to certain farm property.)
(a)

Compute the interest payment on any
deferred tax liability if the face
amount of all obligations arising
from this type of disposition
exceeds $5,000,000.

(b)

Determine that the proper amount
is treated as a collection on any
pledged installment obligation.

Consider election out of install
ment method.
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COMMENTS OR
N/A EXPLANATION

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

210)

If another property was sold, exchanged, or
involuntarily converted during the year,
consider the provisions relating to:

.1)

Non-recognition of gain or loss.

.2)

Recapture of depreciation and/or
investment tax credit (home office and
related equipment).

211)

Review the possibility of the wash sale
rules.

212)

Inquire whether the trust or estate has any
worthless securities or bad debts to be
reflected in the current year return.

213)

If there are any Section 1231 gains,
determine the amounts, if any, subject to
ordinary income treatment as a result of
prior years’ Section 1231 losses.

214)

Review all K-1’s to determine that all items
have been properly included.

215)

For passive activities, consider:

.1)

Losses from an activity may be limited if
the trust or estate has any of the following
(see Passive Activity Checklist):

(a)

The trust or estate is involved in a
trade or business in which the trust does
not materially participate.

(b)

The trust or estate has any rental
activity other than hotels, car rentals and
similar activities in which substantial
services are provided.
The trust or estate is a limited partner
or qualified S corporation shareholder.

(c)

(d)

The estate or trust distributes an
interest in a passive activity
to a beneficiary.
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N/A EXPLANATION

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

.2)

.3)

If an estate, consider the $25,000
special allowance exception for
rental real estate (see Passive Activity
Checklist).

Consider passive activity elections
(see Passive Activity Checklist).

216)

If first return of an estate, determine if the
proper allocation has been made for all items
of income, deductions and credits between
decedent’s final return and this return.

217)

If this is a final return for the trust or
estate ascertain the deductions to be
carried to the returns of the beneficiaries.

218)

If the taxpayer recovered amounts previously
deducted, determine if the full benefit was
received from prior years’ deductions.

219)

Determine that sufficient basis exists
before deducting current year losses from
partnerships or S Corporations in which
the trust owns an interest.

220)

Determine if the taxpayer has an S corporation
or partnership loss carryforward not previously
utilized due to insufficient basis and determine
if additional basis has been generated in current
years to deduct all or a portion of the
unused losses.

221)

If the taxpayer is a qualified S corporation
shareholder that made loans to the corporation
to utilize losses, check for gain on
repayment.

222)

Determine that gain is recognized and that
the new basis is properly reflected if
appreciated property is used to fund a
pecuniary bequest.
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_______________________

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

223)

300)

Consider election to recognize gain or
loss if property is distributed in case
other than the funding of a pecuniary
bequest.

DEDUCTIONS

301)

For all businesses of the trust:

.1)

Determine if accounting methods used are
comparable to the preceding period.

.2)

Review the taxpayer’s vacation pay
accrual policy to determine if a
deduction is allowable on the accrual
basis (i.e., vested) and that the accrued
vacation pay will be taken/paid within two
and one-half months.

.3)

Consider the uniform capitalization rules
(this applies to self-constructed assets,
resalers of personal property with average
receipts in excess of $10 million
including attribution, and all
producers.)
a)

Determine that the application of
the uniform capitalization rules
is consistent with prior years.
If not, consider application for
change in accounting method
(Form 3115).

b)

Determine that all costs are
included - those capitalized
under the old law full absorption,
as well as a portion of the
additional costs required under
Regs. Section 1.263A-lT(b).

c)

Consider interest capitalization
rules for debt incurred to produce
property.
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FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

d)

e)

f)

If the beginning inventory is
revalued: (a) ascertain the amount
of adjustment required for the
beginning inventory due to the
change in method of accounting
(Section 481); (b) ascertain Section
481 forward spread period (not to
exceed four years); (c) Determine
that Form 3115 and the 263A
checklist are attached to the tax
return in the year of change;
(d) consider electing "simplified"
methods.

For farmers and ranchers consider:
(i)

One-time election out of uniform
capitalization rules if election
was not required in a prior year.

(ii)

TAMRA exempts expenses incurred
in the production of animals
after 1988, unless the business
is required to use an accrual
method of accounting.

(iii)

For first taxable year beginning
after 1988, TAMRA permits the
revocation of a prior election
to expense the costs of producing
animals.
_______

Consider TAMRA changes applicable
to authors, photographers and
artists.
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_______________________

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

.4)

For long-term contracts entered into after
February 28, 1986:

a)

Determine that trusts and estates reporting
under the completed-contract method recognize
40% (70% for post Oct. 13, 1987 contracts;
90% for post 6/20/88 contracts) of related
income on the percentage-of-completion
method. (Exceptions - construction
contracts completed within two years and
annual average gross receipts for the
past three years are less than 10 million
dollars and/or "home construction contracts".)

b)

Consider recent modifications to the
percentage-of-completion method:
(i)

Completion percentage based on
costs, not work performed.

(ii)

The expanded requirement to
capitalize costs similar to
uniform capitalization rules.

(iii)

302)

The requirement to compare prior
year estimate inaccuracies with
actual costs at completion of the
contract and pay/claim interest on
related change to prior year taxes
("Look-Back Rule") (Form 8697).

(iv)

Review contract aggregation rules.

(v)

Consider option to "automatically"
change to percentage of completion.

(vi)

Consider related party rules
(Notice 89-15).

Complete Schedule C or F (Form 1040) for schedule
of cost of operations and verify that beginning
and ending inventory agree with books.
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FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

303)

Inquire whether the trust or estate can
substantiate by adequate records, as required
under IRC Section 274(d), expenses claimed for
entertainment, entertainment facilities,
gifts and travel. Limit meals and entertainment
to 80%. Limit deductible "gifts" to $25.

304)

Prepare a schedule of other deductions.
Apply the 2% limitation to expenses
other than direct trust or estate expenses.
Determine which administrative expenses are
not subject to the 2% rule. Determine the
deductible portion of administrative
expenses based on the ratio of taxable
to entire income.

305)

Determine if the trust or estate is entitled
to an estate tax deduction on income in respect
of a decedent and allocate between the
beneficiaries and estate or trust.
Section 691(c).

306)

Investment interest:

307)

.1)

Limit the trust or estate’s deduction for
investment interest to net investment income.

.2)

Consider the phase-out for estates of the
$10,000 deductible amount (20% allocation
in 1989). See section 163 (d).

.3)

In computing net investment income, deduct
investment expenses after the application of
the 2% AGI floor.

Personal interest:
.1)

Deduct only 20% of the interest attributable
to personal (consumer) items.

.2)

Treat interest on tax deficiencies as
personal interest. (Excluding federal
estate tax paid during a period for which
an extension of time to pay is in effect.
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N/A EXPLANATION

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE
308)

COMMENTS OR
N/A EXPLANATION

Allocation of interest expense:

.1)

.2)

.3)

Determine that the proper allocations have
been made dividing interest expense among:

(a)

Trade or business expenditures.

(b)

Investment expenditures.

(c)

Passive activity expenditures.

(d)

Personal expenditures.

(e)

Tax-exempt investments.

(f)

Qualified residence interest.

For interest on debts allocated to more than
one expenditure, determine that the proper
ordering of loan repayments has been
considered.
Determine that the debt has been properly
reallocated to the expenditure when
either:

(a)

The subject of the first expenditure has
been disposed of and the proceeds are
used for another expenditure; or

(b)

The character of the expenditure has
changed.

309)

Determine if interest deduction limitations
apply to interest incurred to purchase or
carry market discount bonds or short-term
debt obligations.

310)

Other interest considerations:

.1)

Treat amortizable bond premiums (for bonds
acquired after October 22, 1986) as interest
expense.
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_______________________

FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

.2)

.3)

Consider the capitalization of interest when
the taxpayer is constructing or producing
real or tangible personal property which:
(a)

has a class life of 20 years or more,

(b)

has an estimated production period
exceeding two years, or

(c)

has an estimated production period
exceeding one year and a cost
exceeding $1,000,000.

Eliminate interest expense on debts with
respect to life insurance policies
(purchased after June 20, 1986)
on beneficial owners and key employees
to the extent that the total of such
loans exceeds $50,000.

311)

Consider disallowance of double deductions, i.e.,
administrative expenses and losses during
administration, claimed on Form 706 (Attach
election if claimed on 1041).

312)

Determine that double deductions (1041 and 706)
are claimed for taxes, interest, business
expenses and other items accrued at the
date of death.

313)

Consider unused losses and deductions to be
transferred to beneficiaries in final year.

314)

Determine that passive activity losses
pertaining to an interest in an activity
being distributed to a beneficiary
are added to the basis of the
property distributed.

315)

Determine if there is a qualifying 65-day
distribution.

316)

Determine amount, if any, of the
distributions deduction.
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FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

400) DEPRECIATION

401)

Consider various depreciation methods and lives
(post-1986 acquisitions consult
Rev. Proc. 87-57 tables and TAMRA):

.1)

Determine that no Section 179 election to
expense certain depreciable assets has been
made since this election is not allowed to
estates and trusts.

.2)

For acquisitions of real estate, other than
low-income housing, after December 31, 1980
and before January 1, 1987, determine that
depreciation deductions are computed using
the appropriate ACRS life and method.

.3)

For acquisitions of real estate after
December 31, 1986, determine if property is
residential or non-residential property.
Determine that modified ACRS (MACRS)
depreciation deductions are computed using
straight-line, mid-month convention, 27.5-year
life for residential rental and 31.5-year life
for non-residential real property.

.4)

For acquisitions after December 31, 1986,
determine the MACRS life for each
asset placed in service and appropriate
depreciation method. (See Rev. Proc.
87-56.)

.5)

Determine the applicable convention (e.g.
half-year, mid-quarter). If more than 40%
of MACRS property (except real estate)
is placed in service during the last three
months of the year use mid-quarter
convention.

.6)

For leasehold improvements made after
December 31, 1986, determine that the cost is
being recovered over the applicable recovery
period, REGARDLESS of the lease period.
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FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

.7)

Consider electing the alternative
depreciation system (ADS, 150% or SL)
for property placed in service during
the year.

.8)

If a short year, determine that Rev.
Proc. 89-15 is followed.

.9)

Consider depreciation limitations for
IRB financed property.

.10)

For farming, determine that MACRS is
applied using 150%. Note ADS-SL required
if elected out of section 263A.

402)

Make adjustments for depreciable assets which
are demolished, obsolete, abandoned and/or out of
service. Consider investment credit recapture.

403)

For assets placed in service after June 18, 1984,
that are used partly for business and partly for
personal use (i.e., autos, computers, airplanes,
boats):
.1)

For autos, consider the maximum allowable
under the luxury auto rules.

.2)

For autos, determine limitation if the
business usage is 50% or less.

.3)

Determine limitations for all other
mixed-use property, if the business
usage is 50% or less.

.4)

For leased vehicles and property, determine
the business and personal usages and
calculate the appropriate income to be
reported by referring to the IRS tables.

.5)

Inquire if the trust or estate has kept the
required records indicating the business and
personal use of property.
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FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

.6)

For listed property acquired after April
1984, determine the recapture if the business
usage is 50% or less.

404)

Determine if property/equipment leases are
operating leases or capital leases.

405)

Complete Schedule K-1 line depreciation information
for each beneficiary.

406)

Form 4562:

.1)

Reconcile depreciation expense to supporting
schedules.

.2)

Complete all questions regarding personal use
of listed property.

.3)

Determine that all amortizable items are
separately stated and the proper Code
Section cited.

500) TAX COMPUTATION AND CREDITS

501)

Alternative minimum tax must be com
puted by making adjustments such as:

.1)

Depreciation on property placed in
service after 12/31/86 (or July 31, 1986
if election was made) - must be re
computed using an alternative system.

.2)

Mining, exploration research &
experimental costs must be
capitalized and amortized over a
10-year period.

.3)

Income from long-term contracts entered into
after February 28, 1986 must be computed
using the percentage-of-completion method
of accounting. (Note: exception for
"home construction contracts".)
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FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE

.4)

Income from post-February 28, 1986 dispos
itions of real or personal property held for
sale in the ordinary course of business
shall be determined without regard to the
installment method, except in cases where an
election is made to pay interest on the tax
deferred by the qualified installment sale.

.5)

An AMT net operating loss (NOL) deduction is
allowed in place of the regular NOL deduc
tion. Post-1986 AMT NOL is available only to
extent of 90% of pre-NOL AMTI.

.6)

Calculations requiring tax
basis must use the AMT adjusted basis.

.7)

Itemized deductions adjusted for the
following AMT rules:

.8)

(a)

No deduction is allowed for
miscellaneous itemized deductions or
most taxes.

(b)

No phase-in is allowed for personal or
investment interest expense.

(c)

State tax refunds are excluded
from AMTI.

(d)

Qualified housing interest
is restricted.

The following preference items must be added:

(a)

Excess depletion.

(b)

Excess intangible drilling costs.

(c)

Tax-exempt interest on private activity
bonds issued after August 7, 1986.

(d)

Accelerated depreciation on real and
leased personal property placed in
service before January 1, 1987.
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FIDUCIARY INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1041
DONE
(e)

.9

(b )

Appreciated property charitable deduction
less the adjusted basis (include post
August 15, 1986 carryovers)

Net passive activity losses as adjusted
for tax preferences (see Form 8582).
Certain farm losses.

(c )

Insolvent trusts.

(d )

Consider foreign tax credits only
in AMT computation.

Consider tax credits such as:

.1)

Business energy credits.

.2)

Foreign tax credit.

.3)

Investment tax credit (rehabilitation,
transition and carryovers).

.4)

Credit for federal tax on gasoline, special
fuels and lubricating oil.

.5)

Jobs credit.

.6)

Prepare schedules that reflect each
beneficiary’s share of credit
information.

.7)

503)

COMMENTS OR
EXPLANATION

Consider special rules denying certain losses
for AMT purposes:

(a )

502)

N/A

Low income housing credit.

Determine if, based upon the nature of the
income and deductions and the sale of assets,
etc., the trust or estate is subject to:
.1)

Investment credit recapture.

.2)

Section 644 tax upon sale of appreciated
property within 2 years after transfer
to trust.
III-18

© 1989 AICPA, Inc.

_______________________
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600)

504)

Distribute each item on the beneficiaries’ K-1’s
in accordance with provisions of the trust
agreement or will.

505)

Reconcile accounting income per books with
distributable net income.

506)

Confirm with trust or estate the amounts and
dates of any federal, state and local estimated
tax deposits for the year.

507)

If withholding and estimated tax payments are less
than 90% of the tax liability, file Form 2210, if
applicable.

508)

Consider changes needed in estimated tax for the
forthcoming year and set up estimated tax
payments. (Estates are exempted from
estimated payment requirement for first
two years.)

OTHER REQUIREMENTS
601)

If the trust or estate sold partnership interests
during the year, determine that the appropriate
information was given to the partnership to
enable it to prepare form 8308.

602)

Determine whether the trust or estate needs to
complete IRS Form 8271, Investor Reporting of Tax
Shelter Registration, for use by investor in
reporting shelter I.D. number.

603)

Consider capitalizing carrying charges (interest,
taxes, etc.) on non-productive property.

604)

Consider the election to forego the net operating
loss carryback:

.1)

If electing to forego - attach required
statement.

.2)

If carrying back - prepare amended 1041.
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605)

Determine unused deductions available
to beneficiaries in final year.

606)

Determine that proper reporting has been
provided for all items requested on Schedule
K-1 that affect beneficiary’s tax liability.
Particular attention should be given to items
affected by recent legislation.

607)

Determine if trust payments of estimated
tax should be allocated to beneficiaries and file
return in appropriate time period.

608)

Prepare Schedule J if trust made an
accumulation distribution.

609)

Consider that Section 6661 provides a 25% penalty
for substantial understatement of tax liability.

.1)

If this penalty could result from any income,
deduction, credit or loss item then:

(a)

Consider if substantial authority exists
for the item in question. If not,
consider disclosure (Form 8275).

(b)

Determine if the trust is a tax shelter
for purposes of Section 6661.

(c)

Consider advising the trustees, in
writing of the 25% penalty.

610)

Prepare state income tax returns.
state’s modification requirements.

611)

Attach extension requests to tax returns.

612)

Prepare filing instructions and transmittal
letter to the trustee or executor.

613)

If the taxpayer has made an "applicable asset
acquisition" (transfer of assets that constitute
a trade or business), determine that reporting
requirements regarding allocation of purchase
price have been met.
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614)

615)

Information returns:
.1)

Consider mag-media filing requirements
for 1099s and W-2s.

.2)

Determine whether the trust has filed
all the information returns (1099s,
1098s) and whether it has included the
personal use portion of employer property
and 401(k) deferred compensation
information in its’ employees’ W-2s.

.3)

Consider additional items subject to
employer FICA, such as: 401(k) deferrals,
employer-provided excess group-term
insurance, all cash tips, etc.

Note any tax planning suggestions below:

COMMENTS OR EXPLANATIONS:
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SHORT VERSION
FIDUCIARY INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 ■ FORM 1041
Client Name: _______________ _ ___________________

Client Number:__________________________________

Interviewed by: ______ ____________________________

Date Completed/Hours:___________________________

Prepared by: _____ _ _______ _____________________

Date Completed/Hours:___________________________

Reviewed by: ------------------- ------------------ -- --------------

Date Completed/Hours:

Return Due Date:_______________________ __ ______

Extension Due Date: ______________________________

___________________________

DONE

100)

200)

GENERAL INFORMATION
101)

Review and update basic taxpayer information
(address, beneficiaries, etc.).

102)

Review prior return, workpapers, etc.

103)

Check for carryovers.

104)

Determine that copy of will or trust
is in our file.

105)

Determine proper classification of trust
(grantor, simple, complex, etc.).

106)

Determine proper basis for property
passing from a decedent.

INCOME
201)

Determine if accounting methods used are compar
able to the preceding year unless changes are
approved or required (vacation pay, uniform
capitalization, long-term contract,etc.).

202)

Determine that all current adjustments from
changes in accounting method and period are
reported (e.g., bad debt reserve, uniform
capitalization, 1987 short year K-1’s,
etc.).

203)

Sale or other disposition of property:

.1)

Check for recapture items.
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SHORT VERSION
FIDUCIARY INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1041
DONE

.2)

Review interest rates on debt instruments.

.3)

Consider installment reporting for sales
that qualify (reminder: generally, dealer
sales after December 31, 1987, do not
qualify).

.4)

.5)

300)

Report proper amount from pledging install
ment receivables.

Determine proper reporting of all annuities, and
qualified retirement plans, IRA’s, etc.

205)

Consider passive activity loss limitations and
carryovers.

206)

Review all K-1’s to determine that all items have
been properly reported.

207)

Inquire about other possible sources of income
(such as salaries, dividends, interest, rents,
taxable fringe benefits, etc.).

208)

If first return of estate, determine proper
allocation between 1041 and final 1040.

209)

Determine that gain is reported if appreciated
property is used to fund pecuniary bequest.

210)

Consider election to recognize gain
or loss when property is distributed.

DEDUCTIONS

Determine the proper allocation to and limita
tions on deductions for interest and other
expenses relating to:
.1)

_______________

_______________________

Determine proper amount to be reported as a
Section 481 adjustment (4-year spread) from
pre-1988 installment sales that were subject
to proportionate disallowance.

204)

301)

_______

COMMENTS OR
N/A EXPLANATION

Investment expenditures.
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_______________________

SHORT VERSION
FIDUCIARY INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 ■ FORM 1041
DONE

.2)

Personal (consumer) expenditures.

.3)

Qualified residence interest.

.4)

Trade or business expenditures.

.5)

Passive activity expenditures.

.6)

Tax-exempt investments.

.7)

Capitalization of interest during
construction.

.8)

Interest on qualified plan loans.

.9)

Meals and entertainment expenses
(80%).

302)

Consider requirement to file Form 8283 for
charitable contributions other than cash.

303)

Consider all depreciation requirements and
options including:

.1)

Section 179 is not available.

.2)

Separate rules for non-recovery property,
ACRS and MACRS.

.3)

Requirements relating to listed property.

.4)

Determine if leases are operating leases
or capital leases.

304)

Determine that all amortizable items are written
off over the correct period.

305)

Inquire about other possible deductions (such as
charitable contributions, taxes, employee
business expense, worthless securities,
casualty losses, vacation homes, etc.).

306)

Determine amount, if any, of
distributions deduction.
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COMMENTS OR
N/A EXPLANATION

_______________________

SHORT VERSION
FIDUCIARY INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1041
DONE

307)

308)

400)

500)

Determine amount, if any, of deduction for
estate tax attributable to income in respect
of decedent.

Attach proper election for items deducted on
1041 that could have been claimed on 706.

TAX COMPUTATION AND CREDITS

401)

Compute alternative minimum tax.

402)

Compute all applicable credits including
carryovers.

403)

Compute investment credit recapture.

404)

Prepare estimated tax vouchers for next year.

OTHER REQUIREMENTS
501)

Prepare Schedule K-1 if applicable.

502)

Prepare Schedule J if trust made accumulation
distribution.

503)

Prepare Form 8271 to report tax shelter
registration numbers, etc.

504)

Consider capitalization of carrying charges
on non-productive property.

505)

Consider election to forego net operating loss
carryback.

506)

Consider various options for taxing lump-sum
distributions from retirement plans.

507)

Inquire if the taxpayer has required records
for travel, entertainment and listed property
deductions.
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COMMENTS OR
N/A EXPLANATION

_______________________

SHORT VERSION
FIDUCIARY INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1041
DONE

508)

Consider risk of 25% penalty for substantial
understatement of tax liability.

509)

Prepare state income tax returns.

510)

Prepare list of carryovers to next year.

511)

Determine unused deductions available
to beneficiaries in final year.

512)

Note any tax planning suggestions below.

COMMENTS OR EXPLANATIONS
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COMMENTS OR
N/A EXPLANATION

IV. 1065

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
Client Name: ___________________ ________________

Client Number:

Interviewed by: __________________ ________________

Date Completed/Hours:

___________________________

Prepared by: ___________________ ________________

Date Completed/Hours:

___________________________ _

Reviewed by: ___________________ ________________

Date Completed/Hours:

___________________________

Return Due Date:

Extension Due Date:

DONE
100)

GENERAL INFORMATION

101)

Review for correctness and changes the partner
ship’s and partners’ names, address, fiscal year,
business code, identification number and date
business started.

102)

Review prior year returns, memos, work
papers and correspondence files.

103)

List the name, address and identifying number of
the "Tax Matters" partner on Page 1.

104)

If the partnership has been examined by the
Internal Revenue Service:

105)

.1)

Obtain copies of the revenue agent’s
reports.

.2)

Determine that the agent’s adjustments have
been entered in the partnership’s records.

.3)

If any of the agent’s adjustments affect the
income tax returns of years other than those
audited, consider amendments.

.4)

Determine whether amended state tax returns
should be filed to reflect adjustments.

Verify that a copy of the partnership agreement
and amendments are in the permanent file, or document
why this is thought to be a partnership for federal
income tax purposes.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

106)

If the partnership has a passive activity, consider
appropriate elections (see Passive Activity
Checklist).

107)

Determine that the partnership agreement
and the profit and loss allocations
comply with the Section 704 regulations.

108)

Determine method of accounting - cash, accrual
or other. If other, explain in comments
section.

109)

If the partnership is a cash basis partnership:

.1)

Determine if the accrual basis is required
to be used (i.e., gross receipts in excess of
$5 million) or does the partnership meet
the "Function Exception".

.2)

If the partnership has a corporate partner
or is a tax shelter, determine whether the
cash method of accounting may be used.

110)

Determine if the partnership is a limited
partnership.

111)

Inquire whether the partnership has made or
received any below-market-rate term or demand
loans. If so, determine imputed interest
consequences.

112)

Determine if any original issue discount
issues exist due to allocations of principal
and interest.

113)

Review prior year’s return Schedule M, Columns D
and E for items which may have an effect upon or
require similar treatment in the current year.
.1)

Reconcile income per books with return
(determine nontaxable income not
included).
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

.2)

Reconcile expenses per books with return
(determine nondeductible items not
included).

114)

Determine if there has been any change in the
partnership’s ownership and/or a technical
termination during the year.

115)

If a technical termination of the partnership
occurred, consider the effect on partnership
elections and the basis of partnership
property.

116)

Consider the optional adjustment to basis of
partnership property under IRC Section 754.
Death of a partner is a Section 754 transfer.

117)

Determine whether property has been contributed
by a partner after March 31, 1984, and if so, that
all items of income, gain, loss and deductions are
shared among the partners to take into account
the variation between the basis of the property
to the partnership and its value, Section 704(c)(2).

118)

Determine whether the partnership was required
to register as a tax shelter - if so, place the
registration number on each K-1.

119)

If the partnership has selected an allowable
fiscal tax year other than the "required year,"
determine that Form 8716 has been timely filed,
and that "required payments" have been made.
(Partnership must adopt the same fiscal year
as a corporate partner.)

120)

Consider whether any changes in partners’
taxable years modify the partnership’s
"required year."

121)

If the return is for a short-year,
review the related requirements.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

200)

122)

If the partnership is using an improper
accounting method, consider filing
an application for a change in
accounting method.

123)

Determine if Publicly Traded Partnership.

INCOME
201)

Compare sources and amounts of portfolio
income with prior year’s return.

202)

Determine that only trade or business (e.g., not
portfolio or rental) income is shown on Page 1
of Form 1065.

203)

Determine that the specific charge-off method for
bad debts is used. Pre-1987 bad debt reserve is
generally to be taken into income over four years,
beginning in 1987.

204)

Determine that installment sales are
reported properly.
.1)

Determine that the full amount of
depreciation recapture is reported in
the year of sale.

.2)

Review for appropriate interest rates
on debt instruments received in
connection with the sale. Determine
whether any interest rate/
income adjustments are necessary
(OID).
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

.3)

.4)

.5)

205)

Dealer Sales:
(a)

Determine that the installment method
is not used to report post December 31,
1987 sales of dealer property. (Excep
tions - farm property, certain time
share rights and residential lots if
proper election is made.)

(b)

Determine that the interest owed as
a result of an election in (1) above
is properly reported.

(c)

For sales occurring after February
28, 1986, and before January 1, 1988,
compute Section 481 adjustments, and
consider application of three year
payment provisions for amounts
attributable to the proportionate
disallowance rules.

Consider special rules for installment
reporting by certain non-dealers of real
(post 1986 sales) or personal property
(post 1988 sales) where the sales price
exceeds $150,000 (Section 453A). (Does
not apply to certain farm property.)

(a)

Determine if sufficient information
has been provided to partners.

(b)

Determine that the proper amount
is treated as a collection on any
pledged installment obligation.

Consider election out of install
ment method.

Determine if deferred income for book purposes
should be included in taxable income.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

206)

Examine fixed assets for any disposals:

.1)

Reconcile to depreciation schedule.

.2)

Determine that related gains and losses are
properly reported.

.3)

If property was sold, exchanged or involun
tarily converted during the year, consider
the provisions related to:

(a)

Nonrecognition of gain or loss.

(b)

Recapture of depreciation and/or
investment tax credit.

(c)

Different tax basis for AMT and
state taxation, if any.

207)

Determine that securities transactions are reported
based on trade date (not settlement date).

208)

Consider wash sales.

209)

Determine if any gain on the disposition
of market discount bonds issued after
7/18/84 must be treated as ordinary
income.

210)

Determine if there were any sales or exchanges
during the year between the partnership and a
partner.

211)

Compare Forms 1099 received for proper inclusion
in sales, interest income, dividends, etc.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

212)

213)

300)

If the partnership has income or losses from
one or more activities, they may be required
to be separately reported on the K-1 schedules
(see the Passive Activity Checklist):

.1)

The partnership was involved in or was a
limited partner in a trade or business in
which it did not materially
participate.

.2)

The partnership has any rental activity other
than hotels, car rentals and similar activities
in which substantial services are provided.

Inquire whether the partnership has any worthless
securities or bad debts to be reflected in
the current year’s returns.

DEDUCTIONS

301)

Consider the uniform capitalization rules
(this applies to self-constructed assets,
resalers of personal property with average
receipts in excess of $10 million
including attribution, and all
producers.)

.1)

Determine that the application of
the uniform capitalization rules
is consistent with prior years.
If not, consider application for
change in accounting method
(Form 3115).

.2)

Determine that all costs are
included -- those capitalized
under the old law full absorption,
as well as a portion of the
additional costs required under
Regs. Section 1.263A-lT(b).
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

.3)

Consider interest capitalization rules
for production of property. Determine
if sufficient information has been
provided to partners; see IRS
Notice 88-99.

.4)

If the beginning inventory is
revalued: (a) ascertain the amount
of adjustment required for the
beginning inventory due to the
change in method of accounting
(Section 481); (b) ascertain Section
481 forward spread period (not to
exceed four years); (c) Determine
that Form 3115 and the 263A
checklist are attached to the tax
return in the year of change;
(d) consider electing "simplified"
methods.

.5)

For farmers and ranchers consider:

.6)

(a)

One-time election out of uniform
capitalization rules if election
was not required in a prior year.

(b)

TAMRA exempts expenses incurred
in the production of animals
after 1988, unless the business
is required to use an accrual
method of accounting.

(c)

For first taxable year beginning
after 1988, TAMRA permits the
revocation of a prior election
to expense the costs of producing
animals.

Consider TAMRA changes applicable
to authors, photographers and
artists.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 1065
DONE

302)

Determine that all guaranteed payments to
partners for services or use of capital,
determined without regard to income, have
been deducted in computing ordinary income,
or have been capitalized as required.

303)

Review the partnership’s vacation pay
accrual policy to determine if a
deduction is allowable on the accrual
basis (i.e., vested) and that the accrued
vacation will be taken/paid within two and
one-half months.

304)

Inquire whether the partnership can substantiate
by adequate records, as required under IRC
Section 274, expenses claimed for entertainment,
entertainment facilities, gifts (note $25 limit),
travel, conventions.

305)

Verify that the proper allocations have been
made dividing interest expense among:
.1)

Trade or business expenditures.

.2)

Investment expenditures.

.3)

Passive activity expenditures.

.4)

Personal (consumer) expenditures.

.5)

Tax-exempt investments.

.6)

Distributions.

306)

Determine if interest deduction limitations
apply to interest incurred to purchase
or carry market discount bonds or
short-term debt obligations.

307)

Determine that retirement plan contributions are
within allowable limits and are properly reported
on Schedule K and Page 1.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065

DONE

308)

Prepare a schedule of other deductions.

309)

For long-term contracts entered into after
February 28, 1986:

310)

.1)

Determine that partnerships reporting under the
completed-contract method recognize 40% (70%
for post Oct. 13, 1987 contracts; 90% for post
6/20/88 contracts) of related income on the
percentage-of-completion method. (Exceptions
- construction contracts completed within two
years and annual average gross receipts for the
past three years are less than 10 million dollars
and/or "home construction contracts".)

.2)

Consider recent modifications to the
percentage-of-completion method:
(a)

Completion percentage based on costs,
not work performed.

(b)

The expanded requirement to capitalize costs
similar to uniform capitalization
rules.

(c)

The requirement to compare prior year
estimate inaccuracies with actual costs at
completion of the contract and pay/claim
interest on related change to prior year
taxes ("Look-Back Rule") (Form 8697).

(d)

Review contract aggregation rules.

(e)

Consider option to "automatically"
change to percentage of completion.

(f)

Consider related party rules
(Notice 89-15).

Determine that the partnership has not deducted
interest or expenses accrued to a partner unless
the partner has included such amounts in income.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

400)

311)

Determine that expenses (including interest)
allocable to portfolio income have not been
deducted on Page 1.

312)

Limit meals and entertainment to 80%.
if there are any employee events, etc.
that are deductible in full.)

313)

If taxpayer maintains a pension and/or profitsharing plan and has not contributed the maximum
contribution of each taxable year beginning prior
to 1987, calculate the unfunded contribution
carryover amount.

314)

If noncash charitable contributions exceed
$500, consider whether Form 8283 is required.

315)

If a partner has received an interest in
exchange for services rendered, determine
if the partnership has properly accounted
for the exchange.

(Inquire

DEPRECIATION
401)

Consider various depreciation methods and lives
(post-1986 acquisitions consult
Rev. Proc. 87-57 tables and TAMRA):
.1)

Consider Section 179 election to expense
certain depreciable assets.

.2)

For acquisitions of real estate, other than
low-income housing, after December 31, 1980
and before January 1, 1987, determine that
depreciation deductions are computed using
the appropriate ACRS life and method.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

.3)

For acquisitions of real estate after
December 31, 1986, determine if property is
residential or non-residential property.
Determine that modified ACRS (MACRS)
depreciation deductions are computed using
straight-line, mid-month convention, 27.5-year
life for residential rental and 31.5-year life
for non-residential real property.

.4)

For acquisitions after December 31, 1986,
determine the MACRS life for each
asset placed in service and appropriate
depreciation method. (See Rev. Proc.
87-56).

.5)

Determine the applicable convention (e.g.
half-year, mid-quarter). If more than 40%
of MACRS property (except real estate)
is placed in service during the last three
months of the year use mid-quarter
convention.

.6)

For leasehold improvements made after
December 31, 1986, determine that the cost is
being recovered over the applicable recovery
period, REGARDLESS of the lease period.

.7)

Consider electing the alternative
depreciation system (ADS, 150% or SL)
for property placed in service during
the year.

.8)

If a short year, determine that Rev.
Proc. 89-15 is followed.

.9)

Consider depreciation limitations for
IRB financed property.

.10)

For farming, determine that MACRS is
applied using 150%. Note-ADS-SL
is required if elected out of
Section 263A.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

402)

Make adjustments for depreciable assets which
are demolished, obsolete, abandoned and/or out of
service. Consider investment credit recapture.

403)

For assets placed in service after June 18, 1984,
that are used partly for business and partly for
personal use (i.e., autos, computers, airplanes,
boats):

.1)

For autos, consider the maximum allowable
under the luxury auto rules.

.2)

For autos, determine limitation if the
business usage is 50% or less.

.3)

Determine limitations for all other mixed-use
property, if the business usage is 50% or less.

.4)

For leased vehicles and property, determine
the business and personal usages and
calculate the appropriate income to be
reported by referring to the IRS tables.

.5)

Inquire if the partnership has kept the
required records indicating the business and
personal use of property.

.6)

For listed property acquired after April
1984, determine the recapture if the business
usage is 50% or less.

404)

Determine if property/equipment leases are
operating leases or capital leases.

405)

Form 4562:

.1)

Reconcile depreciation expense to supporting
schedules.

.2)

Complete all questions regarding personal use
of listed property.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065

DONE

.3)

406)

500)

Determine that all amortizable items are
separately stated and the proper Code
Section cited.

Consider tax preference depreciation.

PARTNER DATA - SCHEDULE K-1

501)

Complete the analysis of distributive
items at the bottom of Schedule K.

502)

If the partnership has acquired real estate after
December 31, 1986, or a partner has acquired an
interest in the partnership after December 31,
1986:

.1)

Apply the "at-risk" rules.

.2)

Identify any qualified nonrecourse debt
allocated to the partners.

503)

For passive activity determination, if the
partnership started or acquired a new activity
after October 22, 1986, or a partner’s ownership
interest increased after October 22, 1986, supply
the partner with the required information with
respect to such new activity or ownership
increase. Check appropriate box and attach
statement to K-1.

504)

Consider whether any income from a pre1987 installment sale should be considered
passive income.

505)

Verify that the beginning and ending total
partners’ capital figures on Schedule L agree
with the reconciliation of partners’ capital
accounts - Schedule M.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

506)

Complete each partner’s reconciliation of
capital. Run tapes on each column to verify
that the total agrees to the corresponding
column on Schedule M - Form 1065.

507)

Properly reflect each partner’s share of
eligible tax credits.

508)

Determine the allocation of the partnership’s
recourse and nonrecourse liabilities and enter
separately on each partner’s Schedule K-1.

509)

Distribute each item on Schedule K among
the K-1’s in accordance with provisions of
the partnership agreement.

510)

Determine that proper reporting has been provided
for all items that affect partners’ tax liability.
Particular attention should be given to items such as:
.1)

Ordinary trade or business income.

.2)

Rental activities.

.3)

Portfolio income and related deductions.

.4)

Passive activity data (Note elections).

.5)

Partners’ medical insurance and
other fringe benefits.

511)

Segregate all tax preference and alternative
minimum tax adjustment items and list on the
appropriate line of Schedule K.

512)

Prepare schedules that reflect each partner’s
share of property subject to investment credit
recapture.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

600)

513)

Determine that information relating to
interest expense on debt-financed
distributions to partners has been provided;
see IRS Notice 89-35.

514)

If the partnership has any foreign partners:

.1)

Determine that proper withholding
was made.

.2)

Determine that proper payments
to IRS of such withholding have
been provided for 1989 and 1990.

OTHER REQUIREMENTS

601)

Compute net earnings from self-employment
for applicable partners and enter on
Schedule K and appropriate K-1 forms.

602)

If a tiered partnership arrangement exists,
review Section 706(c)(2)(b) and 706(d)
regarding allocation rules.

603)

If this is a first-year return, consider the
following elections:
.1)

Election to amortize organization expense.

.2)

Cash vs. accrual method.

.3)

Election to amortize business start-up costs.

.4)

Election to expense intangible drilling
costs.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

604)

If the partnership has made an "applicable asset
acquisition" (transfer of assets that constitute
a trade or business or a transfer or distribution
to which section 755 applies), determine that
applicable reporting requirements regarding
allocation of purchase price have been met.
(See Form 8594).

605)

If the partnership is in another partnership,
determine that sufficient basis exists to
deduct losses, if any.

606)

Consider that Section 6661 provides a 25% penalty
for substantial understatement of tax liability. If
this penalty could result from any income, deduction,
loss, or credit item, then:
.1)

Consider if substantial authority exists
for the item in question. If not,
consider disclosure (Form 8275).

.2)

Determine if the partnership is a tax
shelter for purposes of Section 6661.

.3)

Consider advising the partnership, in
writing, of the 25% penalty.

607)

If a partnership interest was sold during the
year, prepare the appropriate Form 8308.

608)

If a new partner was admitted, determine if
existing partners realized ordinary income
due to a reduction in their share of
unrealized receivables.

609)

Prepare state tax returns. Review each state’s
modification requirements. Consider state
withholding requirements on income allocated
to nonresident partners.

610)

Attach extension requests to tax returns.
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N/A

COMMENTS OR
EXPLANATION

PARTNERSHIP RETURN OF INCOME PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1065
DONE

611)

Prepare filing instructions and transmittal
letter to the partnership.

612)

Information returns:

613)

.1)

Consider mag-media filing requirements for
1099s and W-2s.

.2)

Determine whether the partnership has filed
all the information returns (1099s, 1098s)
and whether it has included the personal
use portion of employer property and 401(k)
deferred compensation information in its
employees’ W-2s.

.3)

Consider additional items subject to employer
FICA, such as: 401(k) deferrals, employerprovided excess group-term life insurance,
all cash tips, etc.

Note any tax planning suggestions below.

COMMENTS OR EXPLANATIONS:
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N/A

COMMENTS OR
EXPLANATION

SHORT VERSION
PARTNERSHIP RETURN OF INCOME PREPARATION & REVIEW CHECKLIST
1989 ■ FORM 1065
Client Name:____________________________________

Client Number:

Interviewed by: __________________________________

Date Completed/Hours:

___________________________

Prepared by: ____________________________________

Date Completed/Hours:

___________________________

Reviewed by: ____________________________________

Date Completed/Hours:

___________________________

Return Due Date: ________________________________

Extension Due Date: ______________________________

_______________________ __ ________

DONE

100)

GENERAL INFORMATION
101)

Review for correctness and changes the partner
ship’s and partners’ names, address, fiscal year,
business code, identification number and date
business started.

102)

Review prior year returns, work
papers and correspondence files.

103)

List the name, address and identifying number of
the "Tax Matters" partner on Page 1.

104)

If the partnership has been examined by the
Internal Revenue Service obtain copies of
the revenue agent’s reports and determine
if the adjustments have been reflected
in the records.

105)

Verify that a copy of the partnership agreement and
any amendments are in the permanent file.

106)

If the partnership has a passive
activity, consider appropriate elections
(see Passive Activity Checklist).
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N/A

COMMENTS OR
EXPLANATION

107)

Determine that the partnership agreement and
profit and loss allocations comply with
the Section 704 regulations.

108)

Determine method of accounting - cash, accrual
or other. If other, explain.

109)

Determine if the partnership is a limited
partnership.

_______________________

Inquire whether the partnership has made or
received any below-market-rate term or demand
loans. If so, determine imputed interest
consequences.

_______________________

110)

111)

Review prior year’s return Schedule M, Columns D
and E for items which may have an effect upon or
require similar treatment in the current year.

112)

Reconcile income and expenses per books
with return.

113)

Determine if there has been any change in the
partnership’s ownership and/or a technical
termination during the year.

114)

Consider the optional adjustment to basis of
partnership property under IRC Section 754.

115)

Determine whether the partnership was required
to register as a tax shelter - if so, place the
registration number on each K-1.

116)

Consider the consequences if the partnership
has a year other than that which is
"required".

117)

If the partnership is using an improper
accounting method, consider filing
an application for a change in
accounting method.
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200)

INCOME
201)

Compare sources and amounts of portfolio
income with prior year’s return.

202)

Determine that only trade or business (e.g., not
portfolio or rental) income is shown on Page 1
of Form 1065.

203)

300)

COMMENTS OR
N/A EXPLANATION

Determine that the following have been properly
accounted for:
.1)

Bad debts - specific charge off.

.2)

Installment sales.

204)

Examine fixed assets for any disposals, and
consider gains, losses and recaptures.

205)

Consider the following:

.1)

Wash sales.

.2)

Ordinary income on market
discount bonds.

.3)

Sales or exchanges between the
partnership and a partner.

.4)

Passive activities (note
elections) - see separate checklist.

.5)

Worthless securities.

DEDUCTIONS

301)

Consider the uniform capitalization rules.

302)

Determine that all guaranteed payments
have been deducted in computing ordinary
income, or have been capitalized as required.
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400)

303)

Inquire whether the partnership can substantiate
by adequate records, as required under IRC
Section 274, expenses claimed for entertainment,
entertainment facilities, gifts (note $25 limit),
travel, conventions.

304)

Verify that the proper allocations have been
made dividing interest expense among
expenditures.

305)

Determine if interest deduction limitations
apply to interest incurred to purchase
or carry market discount bonds or
short-term debt obligations.

306)

Determine that retirement plan contributions are
within allowable limits.

307)

Prepare a schedule of other deductions.

308)

Determine that the partnership has not deducted
interest or expenses accrued to a partner unless
the partner has included such amounts in income.

309)

Determine that expenses (including interest)
allocable to portfolio income have not
been deducted on Page 1.

310)

Limit meals and entertainment to 80%.

311)

If noncash charitable contributions exceed
$500, consider whether Form 8283 is required.

DEPRECIATION

401)

Consider all depreciation requirements and
options including:

.1)

Election to expense up to $10,000 of certain
assets.

.2)

Separate rules for non-recovery property,
ACRS, MACRS and AMT.
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500)

.3)

Requirements relating to listed property.

.4)

Determine if leases are operating leases
or capital leases.

402)

Consider Section 179.

403)

Reconcile Form 4562 depreciation
expense to supporting schedules.

PARTNER DATA - SCHEDULE K-1
501)

Complete the analysis of distributive
items at the bottom of Schedule K.

502)

Consider the at-risk rules.

503)

Passive activities - consider the
following:
.1)

Indicate post-October 22, 1986
activities.

.2)

Pre-1987 installment sale reporting
as passive.

.3)

Election reporting information to
partners.

504)

Verify that the beginning and ending total
partners’ capital figures on Schedule L agree
with the reconciliation of partners’ capital
accounts - Schedule M.

505)

Complete each partner’s reconciliation of
capital.

506)

Determine the allocation of the partnership’s
recourse and nonrecourse liabilities pursuant
to IRC Section 752 and enter separately on
each partner’s Schedule K-1.
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600)

507)

Distribute each item on Schedule K among
the K-1’s in accordance with provisions of
the partnership agreement.

508)

Determine that proper reporting has been provided
for all items requested on Schedule K-1 that affect
partner’s tax liability.

OTHER REQUIREMENTS
601)

Compute net earnings from self-employment.

602)

If this is a first-year return, consider the
following elections:
.1)

Election to amortize organization expense.

.2)

Cash vs. accrual method.

.3)

Election to amortize business start-up costs.

.4)

Election to expense intangible drilling
costs.

603)

If the partnership has made an "applicable asset
acquisition" determine that the reporting
requirements have been met (see Form 8594).

604)

If a partnership interest was sold during the
year, prepare the appropriate Form 8308.

605)

If a new partner was admitted, determine if
existing partners realized ordinary income
due to a reduction in their share of
unrealized receivables.

606)

Prepare state tax returns.

607)

Attach extension requests to tax returns.

608)

Prepare filing instructions and transmittal
letter to the partnership.
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609)

Note any tax planning suggestions below.

COMMENTS OR EXPLANATIONS:
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Client Name: __

Client Number:

Interviewed by: _

Date Completed/Hours:

___________________________

Prepared by: __

Date Completed/Hours:

___________________________

Reviewed by: __

Date Completed/Hours:

___________________________

Return Due Date:

Extension Due Date: ______________________________

__________________________________

DONE

100)

GENERAL INFORMATION
101)

Review the corporation’s name, address, fiscal
year, incorporation date, business code and
identification number.

102)

Review prior year returns, memos, work
papers and correspondence files.

103)

If the corporation has been examined by the
Internal Revenue Service:

104)

.1)

Obtain copies of the revenue agent’s
reports.

.2)

Verify that the agent’s adjustments have been
entered on the corporation’s records.

.3)

If any of the agent’s adjustments affect the
income tax returns of years other than those
audited, consider amendments.

.4)

Determine whether amended state tax returns
should be filed to reflect adjustments.

Check for carryover items such as:
.1)

.2)

Net operating loss:

(a)

Consider limitations due to change in
ownership rules (Section 382).

(b)

Consider SRLY limitation.

Capital loss.
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Investment credit (compute % reduction).

.4)

AMT credit.

.5)

Other credits.

.6)

Charitable contributions.

.7)

Installment sales.

.8)

Passive loss/credits.

.9)

Pre-1987 bad debt reserve income.

.10)

Income from inventory adjustment due to
uniform capitalization rules.

.11)

Four year ratable inclusion of short period
income from partnerships that changed to a
required tax year in 1987. (Be aware of
Section 444).

_______________________

Four year ratable inclusion of short period
income on the change from the cash to
accrual method.

_______________________

.13)

106)

COMMENTS OR
EXPLANATION

.3)

.12)

105)

N/A

Consider other change of accounting methods
requiring Section 481 adjustments.

.14)

Update schedule of carryover items.

.15)

Section 179 amounts.

.1)

Inquire whether the taxpayer has made or
received any below-market-rate loans. If
so, determine imputed interest
consequences.

.2)

Determine that loan is documented by
a note, repayment date, etc.

Determine officers’ compensation and complete
Schedule E.
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107)

Determine if the corporation is a Personal Service
Corporation and is required to file on a calender
year end. (Be aware of Section 444 election).

108)

If the corporation is on a cash basis, determine
if the accrual basis is required (i.e., gross
receipts in excess of $5 million) or if the
corporation meets either the "Function Exception"
or special rules regarding family farm corporations.

200) INCOME

201) Determine that installment sales are
reported properly.

.1)

Determine that the full amount of
depreciation recapture is reported in
the year of sale.

.2)

Review for appropriate interest rates
on debt instruments received in
connection with the sale. Determine
whether any interest rate/
income adjustments are necessary
(OID).

.3)

Dealer Sales:

(a)

Determine that the installment method
is not used to report post December 31,
1987 sales of dealer property. (Excep
tions - farm property, certain time
share rights and residential lots if
proper election is made).

(b)

Determine that the interest owed
is properly reported.
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(c)

.4)

.5)

For sales occurring after February
28, 1986, and before January 1, 1988,
compute Section 481 adjustments, and
consider application of three year
payment provisions for amounts
attributable to the proportionate
disallowance rules.

Consider special rules for installment
reporting by certain non-dealers of real
(post 1986 sales) or personal property
(post 1988 sales) where the sales price
exceeds $150,000 (Section 453A). (Does
not apply to certain farm property.)
(a)

Compute the interest payment on any
deferred tax liability if the face
amount of all obligations arising
from this type of disposition
exceeds $5,000,000.

(b)

Determine that the proper amount
is treated as a collection on any
pledged installment obligation.

Consider election out of install
ment method.

202)

Determine if deferred income for book purposes
should be included in taxable income.

203)

Examine fixed assets for any disposals:

.1)

Reconcile to depreciation schedule.

.2)

Determine that related gains and losses are
properly reported.

.3)

If property was sold, exchanged or
involuntarily converted during the year,
consider the provisions relating to:

(a)

Non-recognition of gain or loss
(sections 1031 and 1033).
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(b)

Recapture of depreciation and/or
investment tax credit.

204)

Determine if there were any wash sales
during the tax year.

205)

Determine if any securities held by the
corporation became worthless during the year.
If the securities were in an affiliated
corporation, the deduction may be ordinary
under Section 165(g)(3).

206)

Exclude interest on state or local obligations
from federal taxable income; however, enter
amounts on form 1120, Page 3 - Question Q.

207)

Exclude interest on exempt state, local and
federal obligations from state and local taxable
income if applicable.

208)

Determine taxability of dividends and complete
Schedule C. Consider 20% ownership rule.

209)

Compare Forms 1099 received for proper inclusion
in sales, interest income, dividends, etc.

210)

If there are any Section 1231 gains, determine the
amount, if any, subject to ordinary income treatment
as "recapture" of prior years’ Section 1231 losses.

211)

If either of the following apply, the corporation’s
losses from an activity may be limited (see
Passive Activity Checklist):

.1)

During the last half of the year, there are
five or fewer individuals who own directly or
indirectly more than 50% of the stock and
shareholders owning (in the aggregate) more
than 50% are NOT materially participating in
the activity.

.2)

The corporation is a personal service
corporation - even if shareholders are
materially participating in the activity.
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212)

Determine that a closely held corporation,
(other than a PSC) subject to the passive
activity rules claims passive losses only
as an offset to passive income and net active
income.

213)

Determine if the Section 465 at-risk
rules apply.

300) DEDUCTIONS
301)

Consider the uniform capitalization rules
(this applies to self-constructed assets,
resalers of personal property with average
receipts in excess of $10 million
including attribution, and all
producers.)

.1)

Determine that the application of
the uniform capitalization rules
is consistent with prior years.
If not, consider application for
change in accounting method
(Form 3115).

.2)

Determine that all costs are
included - those capitalized
under the old law full absorption,
as well as a portion of the
additional costs required under
Reg. Section 1.263A-lT(b).

.3)

Consider interest capitalization
rules for production of property.

V-6

© 1989 AICPA, Inc.

N/A

COMMENTS OR
EXPLANATION

C CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1120
DONE

.4)

.5)

.6)

If the beginning inventory is
revalued: (a) ascertain the amount
of adjustment required for the
beginning inventory due to the
change in method of accounting
(Section 481); (b) ascertain Section
481 forward spread period (not to
exceed four years); (c) Determine
that Form 3115 and the 263A
checklist are attached to the tax
return in the year of change;
(d) consider electing "simplified"
methods.

For farmers and ranchers consider:

(a)

One-time election out of uniform
capitalization rules if election
was not required in a prior year.

(b)

TAMRA exempts expenses incurred
in the production of animals
after 1988, unless the business
is required to use an accrual
method of accounting.

(c)

For first taxable year beginning
after 1988, TAMRA permits the
revocation of a prior election
to expense the costs of producing
animals.

Consider TAMRA changes applicable
to authors, photographers and
artists.
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302)

303)

For long-term contracts entered into after
February 28, 1986:

.1)

Determine that corporations reporting under the
completed-contract method recognize 40%
(70% for post Oct. 13, 1987 contracts; 90% for
post 6/20/88 contracts) of related income on
the percentage-of-completion method.
(Exceptions - construction contracts
completed within two years and annual average
gross receipts for the past three years
are less than 10 million dollars and/or
"home construction contracts".)

.2)

Consider recent modifications to the
percentage-of-completion method:
(a)

Completion percentage based on costs,
not work performed.

(b)

The expanded requirement to capitalize costs
similar to uniform capitalization
rules.

(c)

The requirement to compute prior year
estimate inaccuracies with actual costs at
completion of the contract and pay/claim
interest on related change to prior year taxes
("Look-Back Rule") (Form 8697).

(d)

Review contract aggregation
and segregation rules.

(e)

Consider option to "automatically"
change to percentage of completion method.

(f)

Consider related party rules
(Notice 89-15).

For charitable contributions:

.1)

Determine that all contributions are to
qualified charitable organizations.
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.2)

Consider the contribution limitation and
record any carryover amounts.

.3)

Consider the limitation related to contribut
ions of appreciated ordinary income
property.

.4)

Consider the deduction for more than cost of
appreciated capital gains property.

.5)

Ascertain that minutes document authorization
before year end for accrued charitable
contributions, and contributions are paid
within 2 1/2 months after year end. An election
statement and a certified copy of the minutes
should be attached to the return (see
Section 1.170-3(b)).

.6)

Is Form 8283 (for non-monetary
gifts) required?

304)

Review the taxpayer’s vacation pay
accrual policy to determine if a
deduction is allowable on the accrual
basis (i.e., vested) and that the accrued
vacation pay will be taken/paid within two
and one-half months.

305)

Inquire whether the corporation can substantiate
by adequate records, as required under IRC Section
274, expenses claimed for entertainment,
entertainment facilities, gifts (Note-$25 limit),
travel and conventions.

306)

Determine if professional fees have
to be capitalized.

307)

Limit meals and entertainment to 80%. (Inquire if
there are any employee events, etc., that are
deductible in full.)
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308)

If corporation is in danger of losing any carryforward
items, and has incurred R & D expenses for the first
time, consider election to amortize any research and
experimental expenditures over 60 months rather than
expensing alternative depreciation methods
and lives.

309)

If a net operating loss deduction is claimed,
prepare a supporting schedule to be attached to
the return.

310)

Officers and shareholders:

.1)

Identify expenses including interest, if
applicable, for officers’ life insurance
which are non-deductible.

.2)

Disclose percentage of ownership, social
security numbers and addresses if officer/
shareholder owns, directly or indirectly,
50% or more.

.3)

Determine limitation on any losses during the
year between related corporations/shareholders
under Section 267(a).

.4)

If there were any accruals of interest,
compensation or other expenses payable to a
payee who owns directly or indirectly more
than 50% of the corporation’s stock, determine
that for tax purposes the deduction is deferred
until the year in which it is actually paid.

.5)

If the corporation has a fiscal year end
and section 280H (regarding allowable
applicable amounts) applies, determine
the amount including carryover to
be deducted in the current year.

.6)

Determine that there is a properly executed
note with sufficient interest (APR) charged
on all loans.
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400)

.7)

Determine if the corporation distributed
appreciated property to its officers or share
holders. If so, the corporation will have to
recognize gain due to the repeal of the
"General Utilities Doctrine. "

.8)

Determine applicability of Section 404
2 1/2 month rule for "compensation".

.9)

Determine whether there is a reasonable
compensation issue.

311)

Determine that specific write-off method is
used for bad debts.

312)

Determine if interest deduction limitations
apply to interest incurred to purchase
or carry market discount bonds or
short-term debt obligations.

313)

If taxpayer maintains a profit sharing plan
and has not contributed the maximum
contribution for each taxable year beginning
prior to 1987, calculate the unfunded
contribution carryover amount.

DEPRECIATION

401)

Consider various depreciation methods and lives
(post-1986 acquisitions consult
Rev. Proc. 87-57 tables and TAMRA):

.1)

Consider Section 179 election to
expense certain depreciable assets.

.2)

For acquisitions of real estate, other than
low-income housing, after December 31, 1980
and before January 1, 1987, determine that
depreciation deductions are computed using
the appropriate ACRS life and method.
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.3)

For acquisitions of real estate after
December 31, 1986, determine if property is
residential or non-residential property.
Determine that modified ACRS (MACRS)
depreciation deductions are computed using
straight-line, mid-month convention, 27.5-year
life for residential rental and 31.5-year life
for non-residential real property.

.4)

For acquisitions after December 31, 1986,
determine the MACRS life for each
asset placed in service and appropriate
depreciation method. (See Rev. Proc.
87-56).

.5)

Determine the applicable convention (e.g.
half-year, mid-quarter). If more than 40%
of MACRS property (except real estate)
is placed in service during the last three
months of the year use mid-quarter
convention.

.6)

For leasehold improvements made after
December 31, 1986, determine that the cost is
being recovered over the applicable recovery
period, REGARDLESS of the lease period.

.7)

Consider electing the alternative
depreciation system (ADS, 150% or SL)
for property placed in service during
the year.

.8)

If a short year, determine that Rev.
Proc. 89-15 is followed.

.9)

Consider depreciation limitations for
IRB financed property.

.10)

For farming, determine that MACRS is
applied using 150%. Note-ADS-SL
required if elected out of Section
263A.
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402)

Make adjustments for depreciable assets which
are demolished, obsolete, abandoned and/or out of
service. Consider investment credit recapture.

403)

For assets placed in service after June 18, 1984,
that are used partly for business and partly for
personal use (i.e., autos, computers, airplanes,
boats):
.1)

For autos, consider the maximum allowable
under the luxury auto rules.

.2)

For autos, determine limitation if the
business usage is 50% or less.

.3)

Determine limitations for all other mixed-use
property, if the business usage is
50% or less.

.4)

For leased vehicles and property, determine
the business and personal usages and
calculate the appropriate income to be
reported by referring to the IRS tables.

.5)

Inquire if the corporation has kept the
required records indicating the business and
personal use of property.

.6)

For listed property acquired after April
1984, determine the recapture if the business
usage is 50% or less.

404)

Determine if property/equipment leases are
operating leases or capital leases.

405)

Form 4562:

.1)

Reconcile depreciation expense to supporting
schedules.

.2)

Complete all questions regarding personal use
of listed property.
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.3)

500)

Determine that all amortizable items are
separately stated and the proper Code
Section cited.

TAX COMPUTATIONS AND CREDITS

501)

Alternative minimum tax must
be computed by making adjustments
such as:
.1)

Depreciation on property placed in service,
after December 31, 1986 (or July 31, 1986,
if election was made), must be recomputed
using an alternative system (See
Rev. Proc. 87-57).

.2)

Mining, exploration research & experimental
costs must be capitalized and amortized over
a ten-year period.

.3)

Income from long-term contracts entered
into after February 28, 1986 must be
computed using the percentage-of-completion
method of accounting. (Note exception for
home construction contracts.)

.4)

Income from post-February 28, 1986
disposition of real or personal property
held for sale in the ordinary course of
business shall be determined without
regard to the installment method,
except in cases where an election is made
to pay interest on the tax deferred by the
installment method.

.5)

An AMT net operating loss (NOL) deduction is
allowed in place of the regular NOL
deduction. Post 1986 AMT NOL deduction
is available only to extent of 90% of
pre-NOL AMTI.

.6)

Recompute sales and exchanges using AMT
adjusted basis.
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.7)

.8)

COMMENTS OR
N/A EXPLANATION

The following preference items must be added:

(a)

Excess depletion.

(b)

Excess intangible drilling costs.

(c)

Accelerated depreciation on leased
personal property placed in service
prior to 1987.

Consider special rules denying certain
losses for AMT purposes.
(a)

Net passive activity losses as
adjusted for tax preferences.

(b)

Certain farm losses.

(c)

Insolvent taxpayers.

.9)

One-half of the difference between adjusted
net book income and AMTI before NOL must be
added to AMTI as Business Untaxed Reported
Profits (BURP). Consider adjusted current
earnings (ACE) election.

.10)

Consider foreign tax credit and
investment tax credit in AMT computation.

.11)

Consider AMT credit carryover.

502)

If AMTI before any NOL deduction is greater than
$2,000,000, consider the 0.12 percent environmental
tax. See Section 1561 for a limitation on the
$2,000,000 exemption for controlled corporations.

503)

Consider Section 1341 claim of right where an
item of income was included in gross income
in a previous year and a deduction for such
item is allowable this year.
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504)

Determine if the corporation is eligible for tax
credits such as:
.1)

Foreign tax credit.

.2)

Investment tax credit (rehabilitation
and transition).

.3)

Jobs credit.

.4)

Credit for increasing researchactivities.

.5)

Solar energy credit.

.6)

Credit for producing fuels from nonconventional source.

.7)

Gasoline and special fuels credit.

505)

Determine if the corporation is a personal
holding company. If so, prepare Schedule PH,
Form 1120.

506)

If corporation is a personal service corporation,
calculate tax without benefit of graduated rates.

507)

Determine if accumulated earnings tax
exposure is present.

508)

If estimated tax deposits are less than 90%
of the tax liability, which includes
alternative minimum, prepare Form 2220,
if applicable.

509)

Consider estimated tax payments for the following
year and large corporation estimated payment, if
applicable.

510)

If this is a consolidated tax return:

.1)

Attach Form 851.

.2)

Attach Form 1122 (only for member’s first
year).
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511)

600)

.3)

Attach surtax master apportionment
schedule.

.4)

Determine if there is an excess loss
account.

.5)

Determine that intercompany eliminations
are calculated correctly.

6.)

Consider 30-day rule for incoming
and ongoing members.

If corporation is a member of a controlled group,
consider special allocation rules under Section
1561 and 1563.

OTHER REQUIREMENTS
601)

If the corporation has made an "applicable
asset acquisition" (transfer of assets that
constitute a trade or business), determine
that applicable reporting requirements
regarding allocation of purchase price have
been met (See Form 8594).

602)

If there is a net operating loss in the
current year, consider carryover in lieu
of carryback and election required.
Otherwise,
has 1139 been prepared?

603)

If there is a net operating loss in the current year,
or a carryforward to the current year disclosure is
required regarding any change of ownership.

604)

Prepare Form 1139 for carrybacks.

605)

Consider elections such as:

.1)

Election to amortize organization expense.

.2)

Election to amortize business start-up costs.
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.3)

Election to expense intangible drilling
costs.

.4)

Section 351, statement of transferred
assets, where applicable.

606)

Consider applicable reporting requirements for
corporate liquidation and reorganization.

607)

1.)

Reconcile net income per books to
taxable income.

.2)

Consider exception from economic
performance for recurring items
(See Section 461(h)(3)).

608)

Cross reference the following items:
.1)

Schedule L beginning balances to prior
year’s ending balances.

.2)

Schedule M-2 beginning retained earnings
to prior year’s ending balance.

.3)

Detail listings Schedule L beginning
balances to prior year’s detail listings
ending balances.

.4)

Carryforward schedules to prior year
returns.

.5)

For estimated payments, compare Page 1 - Line
32(a) of the current year to Page 1 - Line 36
of the prior year.

609)

Cross reference line items to supporting
schedules within the return.

610)

Consider that Section 6661 provides a 25%
penalty for substantial understatement of
tax liability. If this penalty could result
from any income, deduction, loss, or
credit item, then:
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611)

612)

613)

.1)

Consider if substantial authority
exists for the item in question. If
not, consider disclosure (Form 8275).

.2)

Consider advising the corporation, in
writing, of the 25% penalty.

Prepare state tax returns. Compile
apportionment data. Consider the
following:

.1)

state tax credits;

.2)

taxpayer doing business in
any new states;

.3)

any unitary filing requirements
or opportunities;

.4)

proper allocation of investment
income.

.1)

Attach extension requests.

.2)

Verify that payments agree with
tax return.

Information returns
.1)

Consider magnetic media requirements
for 1099s and W-2s.

.2)

Determine whether the corporation
has filed all the information
returns (1099s, 1098s) and whether
it has included the personal use
portion of employer property and
401(k) deferred compensation
information in the employees’ W-2s.

.3)

Consider additional items subject
to employer FICA such as 401(k)
deferrals, employer-provided excess
group-term life insurance, all
cash tips, etc.
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614)

Prepare filing instructions and transmittal
letter to the corporation.

615)

Inquire if the corporation has updated the
corporate Minutes Book.

616)

Advise the corporation to have its retirement
plans reviewed to determine if they are in
compliance in light of changing corporate
circumstances and the recent tax law changes.

617)

Advise the corporation that a retirement plan
contribution must be made before the due date of
the return including extension.

618)

Determine that the required forms have been filed
for retirement plans covered by this period.

619)

Note any tax planning suggestions below.

620)

If the corporation is a member of a partnership,
determine the sufficient basis exists to deduct
losses, if any.

COMMENTS OR EXPLANATIONS:
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SHORT VERSION
C CORPORATION INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1120
Client Name: ____________________________________

Client Number:

Interviewed by: __________________________________

Date Completed/Hours:

__________________________ _

Prepared by: ____________________________________

Date Completed/Hours:

__________________________ _

Reviewed by: ____________________________________

Date Completed/Hours:

_______________________ _

Return Due Date: ________________________________

Extension Due Date: ___________________________ __

__________________________________

DONE

100)

200)

GENERAL INFORMATION
101)

Review the corporation’s name, address,
fiscal year, incorporation date, business
code and identification number.

102)

Review prior year returns, memos, workpapers
and correspondence files.

103)

Check for carryover items.

INCOME
201)

Determine if deferred income for book
purposes should be includable in taxable
income.

202)

Sale or other disposition of property:
.1)

.2)
.3)

.4)

Check for recapture items.
Review interest rates on debt instruments.
Consider installment reporting for sales
that qualify (reminder: generally, dealer
sales after December 31, 1987, do not
qualify).
Report proper amount from pledging install
ment receivables.
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.5)

300)

Determine proper amount to be reported as a
Section 481 adjustment (4-year spread) from
pre-1988 installment sales that were subject
to proportionate disallowance.

203)

Determine taxability of dividends and
complete schedule C. Consider 20%
ownership rule.

204)

Exclude tax exempt income from federal gross
income and state and local income as applicable.

205)

Determine if accounting methods used are compar
able to the preceding year unless changes are
approved or required (vacation pay, uniform
capitalization, long-term contract,etc.).

206)

Determine that all current adjustments from
changes in accounting method and period are
reported (e.g., bad debt reserve, uniform
capitalization, 1987 short year K-1’s,
etc.).

DEDUCTIONS

301)

Consider the uniform capitalization
rule.

302)

Consider the charitable contribution
limitation.

303)

Identify any nondeductible vacation
pay accrual (that which is not vested
and paid within 2 1/2 months).

304)

Inquire whether the corporation can
substantiate by adequate records
expenses claimed for entertainment,
travel and conventions.

305)

Limit meals and entertainment to 80%.
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400)

306)

If there is an NOL, trace NOL deduction to
supporting schedule.

307)

Determine whether accrued salary was
paid within 2 1/2 months after the
year end.

308)

Determine that expenses to more than
50% shareholders were paid by corporation’s
year end.

DEPRECIATION
401)

500)

Consider all depreciation requirements and
options including:
.1)

Election to expense up to $10,000 of certain
assets.

.2)

Separate rules for non-recovery property,
ACRS and MACRS.

.3)

Requirements relating to listed property.

.4)

Determine if leases are operating leases
or capital leases.

402)

Consider Section 179.

403)

Reconcile Form 4562 depreciation
expense to supporting schedules.

TAX COMPUTATIONS AND CREDITS

501)

Review accuracy of AMT calculations.

502)

Consider application of environmental tax.

503)

If corporation is a personal service
corporation, calculate tax without benefit
of graduated rates.
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600)

504)

Determine if accumulated earnings tax
exposure is present.

505)

Prepare Form 2220 for under-estimated
tax calculation or exception if applicable.

506)

Prepare or revise current period estimated
tax payments.

507)

If a consolidated return, attach Form 851,
master apportionment schedule, and for member’s
first year Form 1122.

OTHER REQUIREMENTS
601)

If the corporation has made an "applicable
asset acquisition" determine whether Form 8594
must be filed.

602)

If there is an NOL, consider the election
to relinquish the carryback.

603)

If there is an NOL generated or utilized in
the current year, disclosure is required regarding
any change in ownership.

604)

Prepare Form 1139 for any carrybacks.

605)

If this is a first year return, consider elections
including:
.1)

Election to amortize organization
expense.

.2)

Election to amortize business start
up costs.

606)

Consider applicable reporting requirements
for corporate liquidation and reorganization.

607)

Reconcile net income per books to taxable
income.
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608)

Cross reference the following items:

1.

Schedule L beginning balance to prior
year’s ending balances.

2.

Schedule M-2 beginning retained
earnings to prior year’s ending
balance.

3.

Carryforward schedules to prior
years returns.

4.

For estimated payments, compare
Page 1 - Line 32(a) of current year
to Page 1 - Line 36 of the prior
year.

609)

Consider any disclosure to avoid potential
penalty under Section 6661.

610)

Consider state tax return issues such as:

611)

.1)

Tax credits.

.2)

Doing business in new states.

.3)

Unitary filing requirements.

.4)

Allocation of investment income.

Attach extensions to returns.
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612)

Inquire if employee benefit plans have been
reviewed to determine if they are in compliance
due to changing corporate circumstances and the
recent tax law changes.

COMMENTS OR EXPLANATIONS
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S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1120S
Client Name: __

Client Number:_____ _____________________________

Interviewed by: _

Date Completed/Hours:

___________________________

Prepared by: __

Date Completed/Hours:

___________________________

Reviewed by: __

Date Completed/Hours:

____________________ _______

Return Due Date:

Extension Due Date:______________________________

DONE

100) GENERAL INFORMATION
101) Review for correctness, changes to the S
corporation’s and shareholders’ name, address,
fiscal year, incorporation date, business code
and identification number.
102) List the name, address and identifying number of
the "Tax Matters" person on Page 2 of the
return.
103) Review prior year returns, memos, work
papers and correspondence files.

104) If the S corporation has been examined by the
Internal Revenue Service:

.1)

Obtain copies of the revenue agent’s
reports.

.2)

Determine that the agent’s adjustments have
been entered on the S corporation’s
records.

.3)

If any of the agent’s adjustments affect the
income tax returns of years other than those
audited, consider amendments.

.4)

Determine whether amended state tax returns
should be filed to reflect adjustments.

105) Inquire whether the S corporation has made or
received any below-market-rate term or demand
loans. If so, determine imputed interest
consequences.
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106)

Determine officers’ compensation.

107)

Election/revocation/termination of S status:
.1)

.2)

.3)

If S status was elected during the current
year:

(a)

Confirm that IRS (and state if applicable)
approval of the election has been
received and is in effect for the
current year.

(b)

Consider scheduling potential "built-in"
gains at date of election.

If the S status was revoked during the current
year:

(a)

Confirm that a revocation election was
properly filed.

(b)

Determine whether the revocation is
effective for the entire year (if
filed within the first 2 1/2 months
of the year) or prospectively.

Events terminating S status:

(a)

Determine that no disqualifying event has
occurred related to excess number of
shareholders, prohibited type of shareholder,
activation of a subsidiary or issuance of a
second class of stock.

(b)

Determine that termination is not triggered by
excess passive income for three consecutive
years.
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.4)

200)

If S status was terminated or revoked during
the year:
(a)

Verify allocation method - per day basis or
actual. More than 50% cumulative change
in stock ownership requires actual. If
using actual, match the election and the
shareholders’ consent
(Prop. Reg. 18.1362-4).

(b)

Consider C corporation estimated tax
payments for the succeeding year based
on the S corporation’s net income.

(c)

Consider requesting relief under the
Inadvertent Termination Rule under
Section 1362(f).

108)

If the corporation has selected an allowable
fiscal tax year, determine that Form 8716 has
been timely filed, and that "required payments"
have been made.

109)

Determine if the return is for a short year. If
so, review related procedures and disclose on Page
1 of the return.

110)

If the S corporation has a passive activity,
consider appropriate elections (see Passive
Activity Checklist).

INCOME
201)

Determine that installment sales are
reported properly.

.1)

Determine that the full amount of
depreciation recapture is reported in
the year of sale.
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.2)

.3)

.4)

Review for appropriate interest rates
on debt instruments received in
connection with the sale. Determine
whether any interest rate/
income adjustments are necessary
(OID).

______________________________

Dealer Sales:

(a)

Determine that the installment method,
is not used to report post December 31,
1987 sales of dealer property. (Excep
tions - farm property, certain time
share rights and residential lots if
proper election is made.)

(b)

Determine that the interest owed as
a result of an election in (a) above
is properly reported.

(c)

For sales occurring after February
28, 1986, and before January 1, 1988,
compute Section 481 adjustments, and
consider application of three year
payment provisions for amounts
attributable to the proportionate
disallowance rules.

Consider special rules for installment
reporting by certain non-dealers of
real (post 1986 sales) or personal property
(post 1988 sales) where the sales price
exceeds $150,000 (Section 453A). (Does
not apply to certain farm property.)

(a)

Compute the interest payment on any
deferred tax liability if the face
amount of all obligations arising
from this type of disposition
exceeds $5,000,000.

(b)

Determine that the proper amount
is treated as a collection on any
pledged installment obligation.
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.5)

Consider election out of install
ment method.

202)

Determine if deferred income for book purposes
should be included in gross income.

203)

Examine fixed assets for any disposals:

.1)

Reconcile to depreciation schedule.

.2)

Determine that related gains and losses are
properly reported.

.3)

If property was sold, exchanged or involun
tarily converted during the year, consider the
provisions related to:

(a)

Non-recognition of gain or loss.

(b)

Recapture of depreciation and/or
investment tax credit.

204)

Determine if there were any wash sales
during the tax year.

205)

Determine if any securities held by the S
corporation became worthless during the
year.

206)

Exclude interest on state or local obligations
from federal gross income.

207)

Exclude interest on exempt state, local and
federal obligations from state and local gross
income if applicable.

208)

If the S corporation has passive
income or losses from one or more
activities, they may be required to be
separately reported on the K-1
schedules (see the Passive Activity
Checklist).
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1989 - FORM 1120S
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300)

.1)

The S corporation was involved in or was a
limited partner in a trade or business in which
it does not materially participate.

.2)

The S corporation has any rental activity other
than hotels, car rentals and similar activities
in which substantial services are provided.

209)

Compare Forms 1099 received for proper inclusion
in sales, interest income, dividends, etc.

210)

Determine that specific write-off method
is used for bad debts.

DEDUCTIONS

301)

Consider the uniform capitalization rules
(this applies to self-constructed assets,
resalers of personal property with average
receipts in excess of $10 million
including attribution, and all
producers.)

.1)

Determine that the application of
the uniform capitalization rules
is consistent with prior years.
If not, consider application for
change in accounting method
(Form 3115).

.2)

Determine that all costs are
included — those capitalized
under the old law full absorption,
as well as a portion of the
additional costs required under
Regs. Section 1.263A-lT(b).

.3)

Consider interest capitalization
rules for production of property.
Determine if sufficient information
has been provided to shareholders;
See IRS Notice 88-99.
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.4)

.5)

.6)

If the beginning inventory is
revalued: (a) ascertain the amount
of adjustment required for the
beginning inventory due to the
change in method of accounting
(Section 481); (b) ascertain Section
481 forward spread period (not to
exceed four years); (c) Determine
that Form 3115 and the 263A
checklist are attached to the tax
return in the year of change;
(d) consider electing "simplified"
methods.

For farmers and ranchers consider:

(a)

One-time election out of uniform
capitalization rules if election
was not required in a prior year.

(b)

TAMRA exempts expenses incurred
in the production of animals
after 1988, unless the business
is required to use an accrual
method of accounting.

(c)

For first taxable year beginning
after 1988, TAMRA permits the
revocation of a prior election
to expense the costs of producing
animals.

Consider TAMRA changes applicable
to authors, photographers and
artists.
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S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 1120S
DONE

302)

303)

For long-term contracts entered into after
February 28, 1986:

.1)

Determine that S-corporations reporting under the
completed-contract method recognize 40%
(70% for post Oct. 13, 1987 contracts; 90% for
post 6/20/88 contracts) of related income on
the percentage-of-completion method.
(Exceptions - construction contracts
completed within two years and annual average
gross receipts for the past three years
are less than 10 million dollars.)

.2)

Consider recent modifications to the
percentage-of-completion method:

(a)

Completion percentage based on costs,
not work performed.

(b)

The expanded requirement to capitalize costs
similar to uniform capitalization
rules.

(c)

The requirement to compute prior year
estimate inaccuracies with actual costs at
completion of the contract and pay/claim
interest on changes to unpaid prior year
taxes ("Look-Back Rule") (Form 8697).

(d)

Review contract aggregation rules.

(e)

Consider option to "automatically"
change to percentage of completion.

(f)

Consider related party rules
(Notice 89-15).

For charitable contributions:
.1)

Determine that all contributions are to
qualified charitable organizations.

.2)

Consider the contribution limitation and
record any carryover amounts.
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.3)

Consider the limitation related to contribut
ions of appreciated ordinary income
property.

.4)

Consider the deduction for more than cost of
appreciated capital gains property.

.5)

Ascertain that minutes document authorization
before year end for accrued charitable
contributions, and contributions are paid
within 2 1/2 months after year end. An election
statement and a certified copy of the minutes
should be attached to the
return. (See Section 1.170-3(b))

.6)

Is Form 8283 (for non-monetary
gifts) required?

304)

Review the corporation’s vacation pay
accrual policy to determine if a
deduction is allowable on the accrual
basis (i.e., vested) and that the accrued
vacation will be taken/paid within two
and one-half months.

305)

Determine that fringe benefits for more than
2% shareholders are not deducted.

306)

Inquire whether the S corporation can substantiate
by adequate records, as required under IRC Section
274, expenses claimed for entertainment,
entertainment facilities, gifts (note $25 limit),
travel and conventions.

307)

Limit meals and entertainment to 80%.
(Inquire if there are any employee events,
etc. that are deductible in full.)

308)

Determine if interest deduction limitations
apply to interest incurred to purchase or
carry market discount bonds or short-term
debt obligations.
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309)

If taxpayer maintains a profit sharing plan
and has not contributed the maximum
contribution for each taxable year beginning
prior to 1987, calculate the unfunded
contribution carryover amount.

310)

Officers and shareholders:

311)

400)

.1)

Identify expenses, including interest if
applicable, for officers’ life insurance
which are non-deductible.

.2)

Determine limitation on any losses during
the year between related corporations/shareholders under Section 267(a)(1).

.3)

If there were any accruals of interest,
compensation or other expenses payable to a
shareholder, determine that for tax purposes
the deduction is deferred until the year in
which it is included in income by the
shareholder.

Reconcile income per books with taxable income.

.1)

Determine that nondeductible items are
properly reflected on the return.

.2)

Determine that deductions are taken for
currently deductible deferred charges and
prepaid expenses.

DEPRECIATION

401)

Consider various depreciation methods and lives
(post-1986 acquisitions consult
Rev. Proc. 87-57 tables and TAMRA):

.1)

Consider Section 179 election to expense
certain depreciable assets.
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.2)

For acquisitions of real estate, other than
low-income housing, after December 31, 1980
and before January 1, 1987, determine that
depreciation deductions are computed using
the appropriate ACRS life and method.

.3)

For acquisitions of real estate after
December 31, 1986, determine if property is
residential or non-residential property.
Determine that modified ACRS (MACRS)
depreciation deductions are computed using
straight-line, mid-month convention, 27.5-year
life for residential rental and 31.5-year life
for non-residential real property.

.4)

For acquisitions after December 31, 1986,
determine the MACRS life for each
asset placed in service and appropriate
depreciation method. (See Rev. Proc.
87-56)

.5)

Determine the applicable convention (e.g.
half-year, mid-quarter). If more than 40%
of MACRS property (except real estate)
is placed in service during the last three
months of the year use mid-quarter
convention.

.6)

For leasehold improvements made after
December 31, 1986, determine that the cost is
being recovered over the applicable recovery
period, REGARDLESS of the lease period.

.7)

Consider electing the alternative
depreciation system (ADS, 150% or SL)
for property placed in service during
the year.

.8)

If a short year, determine that Rev.
Proc. 89-15 is followed.

.9)

Consider depreciation limitations for
IRB financed property.
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.10)

For farming, determine that MACRS is
applied using 150%. Note-ADS-SL
required if elected out of
section 263A.

402)

Make adjustments for depreciable assets which
are demolished, obsolete, abandoned and/or out of
service. Consider investment credit recapture.

403)

For assets placed in service after June 18, 1984,
that are used partly for business and partly for
personal use (i.e., autos, computers, airplanes,
boats):

.1)

For autos, consider the maximum allowable
under the luxury auto rules.

.2)

For autos, determine limitation if the
business usage is 50% or less.

.3)

Determine limitations for all other mixed-use
property, if the business usage is
50% or less.

.4)

For leased vehicles and property, determine
the business and personal usages and
calculate the appropriate income to be
reported by referring to the IRS tables.

.5)

Inquire if the S-corporation has kept the
required records indicating the business and
personal use of property.

.6)

For listed property acquired after April
1984, determine the recapture if the business
usage 50% or less.

404)

Determine if property/equipment leases are
operating leases or capital leases.

405)

Consider tax preference depreciation information
for each shareholder.

VI-12

© 1989 AICPA, Inc.

COMMENTS OR
N/A EXPLANATION

_______________________

S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1120S
DONE

406)

Form 4562:

.1)

500)

Reconcile depreciation expense to supporting
schedules.

.2)

Complete all questions regarding personal use
of listed property.

.3)

Determine that all amortizable items are
separately stated and the proper Code
Section cited.

TAX COMPUTATION

501)

COMMENTS OR
N/A EXPLANATION

Tax at corporate level:

.1)

.2)

Tax on excess net passive income:

(a)

Applicable if passive investment income
is greater than 25% of gross receipts
and the S corporation has earnings
and profits from any C years.

(b)

Consider election to designate
distributions as earnings and profits.

Tax on "built-in" gains - applies to
corporations filing S status elections
subsequent to 1986 (1988 for capital gains if
qualified small business corporation):

(a)

Compute tax at maximum corporate rate
for the net recognized gains for the
taxable years (not to exceed Subchapter
C taxable income as adjusted) on the
disposition of assets (Section 1374).

(b)

Consider special rules taxing disposal
of assets acquired tax free from the
S corporation as well as transfer of
assets from C corporation to S
corporation.

(c)

Reduce the pass-through gains
by the "built-in" gain tax.
VI-13
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_______________________

S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1120S
DONE

(d)

.3)

If S election is made after March 30,
1988, determine built-in gain
carryover, if applicable.

Tax on net capital gains - applies to
corporations that filed S elections prior to
1987 (1989 if "qualified small corporation")
which have:
(a)

Net capital gains exceeding $25,000, and

(b)

Net capital gains are greater than 50% of
taxable income, and

(c)

Taxable income is greater than
$25,000.

______________________________

.1)

Consider exceptions for S corporations
which have 1) never been a C
corporation, or 2) have been an
S corporation for the three preceding
taxable years (may not apply to
gains on certain substituted
basis property).
_______________________

.2)

Consider installment sales
reporting to avoid or delay
net capital gains tax.

.3)

Reduce the pass-through gains
by the net corporate capital
gains tax.

_______________________

Consider tax on recapture of LIFO
reserve for C corporations electing
S status.

_______________________

.4)

.5)

502)

COMMENTS OR
N/A EXPLANATION

Compute the investment tax credit
recapture payable by the corporation
for the early disposition of assets
acquired in C corporation years.

Mining, exploration research & experimental
costs must be capitalized and amortized over
a ten-year period.
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S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1120S
DONE

600)

SHAREHOLDER INFORMATION
601)

602)

Shareholder allocation/limitation:

.1)

Determine that items of income, deductions,
credits, etc. are allocated to the shareholders
on a per-share, per-day basis.

.2)

If stock transfers occurred during the year,
consider allocations based on time of actual
occurrence. Attach the shareholder consent and
statement of election (Reg. 18.1377-1).

Shareholder distribution/basis computations:

.1)

603)

Determine that equity increases and decreases
(Schedule M) are properly segregated between:
(a)

Shareholders undistributed PTI.

(b)

Accumulated adjustment account.

(c)

Other adjustments account.

(d)

Retained earnings.

.2)

Determine that distributions exceeding
accumulated adjustment account for S
corporations with earnings and profits from
C or pre-1983 S years are reported to share
holders as dividends to the extent of accumulated
earnings and profits.

.3)

Determine that gain is recognized and allocated
to each shareholder for distribution of
appreciated property (except certain qualifying
complete liquidations exempted under the 1986
Act transition rules).

If the S Corporation is a partner in a
partnership, determine that sufficient basis
exists to deduct losses, if any.
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COMMENTS OR
N/A EXPLANATION

S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1120S
DONE

700)

COMMENTS OR
N/A EXPLANATION

K-1 INFORMATION
701)

If the S corporation has acquired real estate
after December 31, 1986 or a shareholder has
acquired or increased an interest in the S
corporation after December 31, 1986, apply the
at-risk rules.

702)

For passive activity determination, if the S
corporation started or acquired a new activity
after October 22, 1986 or a shareholder’s
ownership interest increased after October 22,
1986, supply the shareholder with the required
information.

703)

Properly reflect each shareholders’ share of
tax credit information.

704)

Determine that proper reporting and separate
stating have been provided for all appropriate
items such as:
.1)

Ordinary trade or business income.

.2)

Rental activities.

.3)

Portfolio income and related deductions.

.4)

Passive activity data (note elections).

.5)

Shareholder’s medical insurance
and other fringe benefits.

705)

Segregate all tax preference items and list on the
appropriate line of Schedule K.

706)

Prepare schedules that reflect each shareholder’s
share of property subject to investment credit
recapture.

707)

Determine that information relating to
interest expense on debt-financed
distributions to shareholders has been provided;
see IRS Notice 89-35.
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_______________________

S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 1120S
DONE

800)

COMMENTS OR
N/A EXPLANATION

OTHER REQUIREMENTS
801)

802)

If this is a first-year return, consider
elections such as:

.1)

Election to amortize organization expense.

.2)

Cash vs. accrual method.

.3)

Election to amortize business start-up
costs.

.4)

Election to expense intangible drilling
costs.

.5)

Section 351, statement of transferred assets,
where applicable.

_______

Cross reference the following items:

.1)

Schedule L beginning balances to prior year’s
ending balances.

.2)

Schedule M beginning equity accounts to prior
year’s ending balance.

.3)

Detail listings Schedule L beginning balances
to prior year’s detail listings ending
balances.

803)

If the corporation has made an "applicable asset
acquisition" (transfer of assets that constitute
a trade or business), determine that applicable
reporting requirements regarding allocation of
purchase price have been met (see Form 8594).

804)

Determine that book/tax accounting method
differences related to Schedule M are documented
in the work paper files.
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_______________

S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 1120S
DONE

805)

806)

Consider that Section 6661 provides a 25% penalty
for substantial understatement of tax liability.
If this penalty could result from any income,
deduction, loss, or credit item, then:

.1)

Consider if substantial authority exists
for the item in question. If not,
consider disclosure (Form 8275).

.2)

Determine if the corporation is a tax
shelter for purposes of Section 6661.

.3)

Consider advising the corporation, in
writing, of the 25% penalty.

Consider state filing requirements such as:

.1)

Recognition of "S" status.

.2)

State modification requirements.

.3)

State withholding requirements on
income allocated to non-resident
shareholders.

807)

Consider estimated tax payment
requirements.

808)

Attach extension requests to tax returns.

809)

Prepare filing instructions and transmittal letter
to the S corporation.

810)

Inquire if the corporate Minutes Book
has been updated.

811)

Inquire if employee benefit plans have been
reviewed to determine if they are in compliance
due to changing corporate circumstances and
recent law changes.

812)

Advise the S corporation that a retirement plan
contribution must be made before the due date of
the return including extension.
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COMMENTS OR
N/A EXPLANATION

S CORPORATION INCOME TAX RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 1120S
DONE

813)

Information returns:

.1)

814)

COMMENTS OR
N/A EXPLANATION

Consider mag-media filing requirements for
1099s and W-2s.

.2)

Determine whether the S corporation has filed
all the information returns (1099s, 1098s)
and whether it has included the personal
use portion of employer property and
401(k) deferred compensation information
in its employees’ W-2s.

.3)

Consider additional items subject to employer
FICA such as 401(k) deferrals, employerprovided excess group term life insurance,
all cash tips, etc.

Note any tax planning suggestions below.

COMMENTS OR EXPLANATIONS
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______________________________

SHORT VERSION
S CORPORATION INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1120S
Client Name: ____________________________________

Client Number:

Interviewed by: __________________________________

Date Completed/Hours:

___________________________

Prepared by: ____________________________________

Date Completed/Hours:

___________________________

Reviewed by: ____________________________________

Date Completed/Hours:

___________________________

Return Due Date: _______________________________

Extension Due Date: ______________________________ _

__________________________________

DONE

100) GENERAL INFORMATION

101) Review for correctness, changes to the S
corporation’s and shareholders’ name, address,
fiscal year, incorporation date, business code
and identification number.
102) List the name, address and identifying number of
the "Tax Matters" person on Page 2 of the
return.

103) Review prior year returns, workpapers, etc..
104) Inquire whether the S corporation has made or
received any below-market-rate term or demand
loans. If so, determine imputed interest
consequences.

105) Determine officers’ compensation.
106) If the corporation has selected an allowable
fiscal tax year, determine that Form 8716 has
been timely filed, and that "required payments"
have been made.

107) Determine if the return is for a short year. If
so, review related procedures and disclose on Page
1 of the return.
108) If the S corporation has a passive activity,
consider appropriate elections (see Passive
Activity Checklist).
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N/A

COMMENTS OR
EXPLANATION

SHORT VERSION
S CORPORATION INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1120S
DONE

200)

INCOME

201)

Compare sources and amounts of portfolio
income with prior year’s return.

202)

Determine that only trade or business (e.g., not
portfolio or rental) income is shown on Page 1
of Form 1120S.

203)

Determine that the following have been properly
accounted for:
.1)

Bad debts - specific charge off.

.2)

Installment sales.

204)

Examine fixed assets for any disposals, and
consider gains, losses and recaptures.

205)

Consider the following:

206)

.1)

Wash sales.

.2)

Ordinary income on market
discount bonds.

.3)

Sales or exchanges between the
corporation and shareholder.

.4)

Passive activities (note
elections) - see separate checklist.

.5)

Worthless securities.

If the S corporation has passive
income or losses from one or more
activities, they may be required to be
separately reported on the K-1
schedules (see the Passive Activity
Checklist).
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COMMENTS OR
N/A EXPLANATION

SHORT VERSION
S CORPORATION INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1120S
DONE

300)

DEDUCTIONS

301)

Consider the uniform capitalization rules.

302)

Identify any nondeductible vacation
pay accrual (that which is not vested
or paid within 2 1/2 months).

303)

Determine that fringe benefits for more than
2% shareholders are no longer deducted by the
corporation but are separately reported.

304)

Inquire whether the S corporation can substantiate
by adequate records, as required under IRC
Section 274, expenses claimed for entertainment,
entertainment facilities, gifts (note $25 limit),
travel, conventions.

305)

Limit meals and entertainment to 80%
(inquire if there are any employee events,
etc., that are deductible in full).

306)

Officers and shareholders:
.1)

Identify expenses, including interest
if applicable, for officers’ life
insurance which are non-deductible.

.2)

Determine limitation on any losses
or accruals of expenses during the
year between related corporations/
shareholders under Section 267(a)(1).

307)

Verify that the proper allocations have been
made dividing interest expense among
expenditures.

308)

Determine if interest deduction limitations
apply to interest incurred to purchase
or carry market discount bonds or
short-term debt obligations.
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COMMENTS OR
N/A EXPLANATION

SHORT VERSION
S CORPORATION INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1120S
DONE

400)

309)

Determine that retirement plan contributions are
within allowable limits.

310)

Prepare a schedule of other deductions.

311)

Determine that the corporation has not deducted
interest or expenses accrued to a shareholder unless
the shareholder has included such amounts in income.

312)

Determine that expenses allocable to portfolio
income have not been deducted on Page 1.

DEPRECIATION

401)

402)

500)

Consider all depreciation requirements and
options including:

.1)

Election to expense up to $10,000 of certain
assets.

.2)

Separate rules for non-recovery property,
ACRS and MACRS.

.3)

Requirements relating to listed property.

.4)

Determine if leases are operating leases
or capital leases.

Reconcile Form 4562 depreciation
expense to supporting schedules.

TAX COMPUTATION
501)

Consider tax on excess net passive
income.

502)

Consider tax on built-in gain.

503)

Consider tax on net capital gains - applies to
corporations that filed S elections prior to
1987 (1989 if "qualified small corporation").
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COMMENTS OR
N/A EXPLANATION

SHORT VERSION
S CORPORATION INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1120S
DONE

600)

SHAREHOLDER INFORMATION
601)

602)

Shareholder allocation/limitation:

.1)

Determine that items of income, deductions,
credits, etc. are allocated to the shareholders
on a per-share, per-day basis.

.2)

If stock transfers occurred during the year,
consider allocations based on time of actual
occurrence. Attach the shareholder consent and
statement of election (Reg. 18.1377-1).

Shareholder distribution/basis computations:

.1)

Determine that equity increases and decreases
(Schedule M) are properly segregated between:
(a)

Shareholders undistributed PTI.

(b)

Accumulated adjustment account.

(c)

Other adjustments account.

(d)

Retained earnings.

.2)

Determine that distributions exceeding
accumulated adjustment account for S
corporations with earnings and profits from
C or pre-1983 S years are reported to share
holders as dividends to the extent of accumulated
earnings and profits.

.3)

Determine that gain is recognized and allocated
to each shareholder for distribution of
appreciated property.
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COMMENTS OR
N/A EXPLANATION

SHORT VERSION
S CORPORATION INCOME TAX RETURN PREPARATION & REVIEW CHECKLIST
1989 - FORM 1120S
DONE

700)

COMMENTS OR
N/A EXPLANATION

K-1 INFORMATION
701)

Passive activities - consider the
following:

.1)

Indicate post-October 22, 1986
activities.

.2)

.3)

Pre-1987 installment sale reporting
as passive.

_______________________

Election reporting information to
shareholders.

_______________________

702)

Consider the at-risk rules.

703)

Properly reflect each shareholder’s share of
tax credit information.

704)

Segregate all tax preference items and list on the
appropriate line of Schedule K.

705)

Prepare schedules that reflect each shareholder’s
share of property subject to investment credit
recapture.

COMMENTS OR EXPLANATIONS
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VII. 990

TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 990
Client Name:________________________ —--------------

Client Number:

Interviewed by:__________________________________

Date Completed/Hours:

____________________ _______

Prepared by:_______________ _____________________

Date Completed/Hours:

_________________ _________

Reviewed by: ----------- --- ---------------------------------------

Date Completed/Hours:

_____________________ _____

Return Due Date:________________________________

Extension Due Date:_________________________ _ __

__________________________ _ _______

(FORM 2758)

(15TH DAY OF 5TH MONTH)

This checklist was prepared from a draft of the 1989
Form 990. There are substantial changes from the 1988
form. The checklist should be carefully reviewed against
the final version of the 1989 Form 990 prior to general
use.

NOTE:

DONE

100)

GENERAL INFORMATION
101)

Review and update the organization’s
name, address, fiscal year, EIN number,
state registration number, IRC
exemption Section number
and determination letter.

102)

Review prior year returns, memos,
workpapers and correspondence.

103)

Determine if the organization has
been examined by the IRS. If so:
.1)

Obtain copies of the revenue
agent’s reports.

.2)

Verify that the appropriate
adjustments have been entered
on the organization’s records.

.3)

If any of the adjustments
affect the income tax returns
of years other than those
audited, consider amendments.
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COMMENTS OR
N/A EXPLANATION

TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 990

DONE

.4)

COMMENTS OR
N/A EXPLANATION

Determine if any amendment of
state returns should be Hied
to reflect the IRS adjustments.

104)

Determine if the organization is
exempt from filing form 990. (Gross
receipts are normally less than
$25,000 or specific entity
exemption).

105)

Determine if the organization has
filed required information returns
(Forms 1096 & 1099).

106)

If there is a central organization
with local organizations:

.1)

Determine if a group return may be filed.

.2)

Determine if written authorizations
for filing a group return have been
received by local organizations for
the current tax year.

107)

Determine state reporting requirements.

108)

Inquire if the organization is
operating in compliance with its
applicable exempt status.

109)

Determine if any of the following
forms should be completed in lieu
of form 990.
.1)

Form 990-EZ - For organizations
with gross receipts less than
$100,000 and total assets less
than $500,000 at year end.

.2)

Form 990-BL and Schedule A
(Form 990-BL) for organizations
exempt from tax under Section
501(a) and described in Section
501(c)(21). (Black Lung trusts).
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_______________________

TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 990
DONE

.3)

.4)

200)

Form 990-C for every farmers’
cooperative association regardless
of income.
Form 990-PF for a private foundation.
(A complete definition can be
found in IRS Publication 578;
also see Part IV, Form 990).

SUPPORT AND REVENUE
201)

Attach a schedule to the return
listing contributors who gave the
organization (directly or indirectly)
money, securities or property worth
at least $5,000. Provide the
name, address, total amount
contributed and the date contributed.
(Certain exceptions apply and in some
instances donors giving $1,000 or more
must be listed.)

202)

For assets (other than inventory) sold
during the year attach a schedule
listing:
* Description of asset
* Date acquired
* How acquired
* Date sold
* Buyer
* Gross sales price
* Cost, other basis, or if
donated, value at time
acquired (state which)
* Expense of sale
* Improvements made after
acquired
* Depreciation since acquired
List security transactions separately
from the sale of other assets. Publicly
traded securities may be lumped together
for providing this information.
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COMMENTS OR
N/A EXPLANATION

_______________________

TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 990
DONE

300)

203)

Determine if the organization has
special fund raising events and attach
details of the three largest events.

204)

Attach a computation of cost of goods
sold for the sale of inventory items.

EXPENSES
301)

Determine if the functional reporting
of expenses is required for state
reporting or desired by the client
for all organizations other than 501
(c)(3) and (c)(4) organizations and
Section 4947(a)(1) (charitable) trusts.

302)

Determine if the organization desires
to report expenses under the optional
method.

303)

Attach a schedule of grants and
allocations showing:
* Each class of activity
* Donee’s name and address
* Amount of the grant or allocation
* Relationship of any donee to any
entity with an interest in the
organization.

304)

If the organization computes
depreciation on fixed assets, attach
a schedule of how depreciation was
computed. (If the MACRS rules are
used in computing depreciation, Form
4562 may be used).

305)

Complete "Statement of Functional
Expenses" and cross reference total(s)
to page 1.

306)

Attach a schedule listing the name and
address of each affiliate who received
payments and specify the amount and
purpose of the payments. Cross
reference the total to page 1.
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COMMENTS OR
N/A EXPLANATION

TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 990
DONE

400)

BALANCE SHEETS
401)

402)

500)

Attach a schedule to the return
listing details for the following:
.1)

Receivables due from officers,
directors, trustees and key
employees.

.2)

Investments in land, buildings and
equipment.

.3)

Other investments.

.4)

Land, buildings and equipment.

.5)

Deferred revenue and support.

.6)

Loans from officers, directors,
trustees and key employees.

.7)

Mortgages and other notes payable.

Cross reference the beginning and year
end fund balances to page 1.

ADDITIONAL SCHEDULES AND FORMS

501)

For sections 501(c)(3), 501(e),
501(f), 501(k) organizations and
section 4947(a)(1) trusts complete
Schedule A.

.1)

Ensure all forms of taxable income,
taxable and non-taxable deferred
compensation and fringe benefits are
included in Part I, Schedule A.

.2)

Report only those transfers and
transactions with other organizations
that equal or exceed $500 on
Part VII. Transactions are not
required to be accumulated if no
one transaction is less than
$500.
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COMMENTS OR
N/A EXPLANATION

TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 990
N/A

COMMENTS OR
EXPLANATION

_______ ____

_______________

DONE

600)

502)

File Form 990-T for any
organization with gross income
from an unrelated trade or
business of greater than $1,000.

503)

Determine if estimated tax payments
are required. (See Forms
1120-W (corporations) and
990-W (trusts) for worksheet).

504)

Complete Form 1120-POL for all 501(c)
organizations if both their political
expenditures and net investment
income exceed $100.

505)

Determine if Form 5768 (Election/Revocation
of Election by an Eligible Section
501(c)(3) Organization to Make
Expenditures to Influence Legislation)
is required to be filed.

506)

Determine if Form 8308 is required due
to the sale of a partnership interest.

OTHER REQUIREMENTS

601)

Prepare state tax returns or adjust
Form 990 as required by state law.

602)

Cross reference data related to the
beginning of the year balance sheet
and fund balance data to the prior
year return.

603)

Determine if the 501(c) organization
not eligible to receive deductible
contributions has provided the
required notification of non
deductibility.

604)

Attach extension requests to the
return(s).

605)

Prepare filing instructions and
transmittal letter to the organization.
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TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 990
DONE

606)

COMMENTS OR
N/A EXPLANATION

Determine if the organization has
filing requirements for retirement
plans.

607)

Note any tax planning or operational
suggestions below and consider whether
a letter to the client is appropriate.

COMMENTS OR EXPLANATIONS
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SHORT VERSION
TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 990
Client Name: ____________________________________

Client Number:

Interviewed by: __________________________________

Date Completed/Hours:

___________________________

Prepared by: ____________________________________

Date Completed/Hours:

___________________________

Reviewed by: ____________________________________

Date Completed/Hours:

___________________________

Return Due Date: ________________________________

Extension Due Date: ______________________________

__________________________________

(FORM 2758)

(15TH DAY OF 5TH MONTH)

NOTE:

This checklist was prepared from a draft of the 1989
Form 990. There are substantial changes from the 1988
form. The checklist should be carefully reviewed against
the final version of the 1989 Form 990 prior to general
use.

DONE
100)

200)

COMMENTS OR
N/A EXPLANATION

GENERAL INFORMATION
101)

Update name, address, EIN, state number.

102)

Review prior year and permanent files

103)

Obtain copies of IRS correspondence. Make
changes to prior years or state returns
as necessary.

104)

Consider the $25,000 gross receipts test.

105)

Consider exemptions from filing.

106)

Determine if payroll and information
returns have been filed.

107)

Consider eligibility to file a group return.

108)

Determine state reporting requirements.

_______________________

STATEMENT OF SUPPORT AND REVENUE

201)

Attach a schedule showing donors of $5,000

or more.
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SHORT VERSION
TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 ■ FORM 990
DONE

202)

300)

500)

Attach the following schedules.

.1)

Non-inventory assets sold.

.2)

Special fund-raising events.

.3)

Cost of goods sold.

EXPENSES
301)

Determine if functional expense
reporting is necessary.

302)

Consider "optional method" to
report expenses.

_______________________

Attach a schedule of grants and
allocations.

_______________________

303)

400)

COMMENTS OR
N/A EXPLANATION

304)

Determine if depreciation schedule
is required.

305)

Attach schedule of payments to affiliates.

BALANCE SHEETS
401)

Attach required balance sheet detail
schedules.

402)

Cross reference fund balances to page 1.

ADDITIONAL SCHEDULES AND FORMS
501)

Complete Schedule A.

.1)

Ensure all forms of compensation
are considered in Part I.

.2)

Report only transactions or transfers
that equal or exceed $500 in
Part VII.
VII-9

© 1989 AICPA, Inc.

SHORT VERSION
TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 990
DONE

600)

502)

Complete Form 990-T (unrelated business
income).

503)

Consider estimated tax payments.

504)

Complete Form 1120-POL (political
contributions).

505)

Complete Form 5768 (influencing
legislation).

506)

Complete Form 8308 (sale of partnership
interest).

OTHER REQUIREMENTS
601)

Prepare state tax returns.

602)

Cross reference numbers to prior
year return.

603)

File notification of nondeductible
contributions.

604)

Attach extension requests to return.

605)

Prepare filing instructions and transmittal.

606)

Consider filing requirements for
retirement plans.
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COMMENTS OR
N/A EXPLANATION

SHORT VERSION
TAX EXEMPT ORGANIZATION RETURN PREPARATION AND REVIEW CHECKLIST
1989 - FORM 990
DONE

607)

Note tax planning or operational suggestions
below.

COMMENTS OR EXPLANATIONS
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COMMENTS OR
N/A EXPLANATION

VIII. 5500 Series

EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM S500 SERIES
Client Name: ____________________________________

Client Number:

Interviewed by: ___________________________________

Date Completed/Hours:

___________________________ _

Prepared by: ____________________________________

Date Completed/Hours:

___________________________

Reviewed by: ____________________________________

Date Completed/Hours:

___________________________

Return Due Date: ________________________________

Extension Due Date: ______________________________

__________________________________

DONE

100)

GENERAL INFORMATION
101) Verify if the current plan document is on file.
Note the date of the latest amendment to the plan
and the date of the latest plan document
restatement.
102) Review the accuracy of the plan sponsor/employer
name, address, plan year, identification number,
telephone number, business code, and CUSIP number.

103)

Review the accuracy of the name, address,
identification number and telephone number of the
plan administrator if they are different from
those of the plan sponsor.

104) Review prior year returns, review memos, work
papers and correspondence files.

105)

For professional service corporations, S
corporations, partnerships and certain other
employers, verify current year-end for potential
changes from a prior plan year.

106)

Determine if the employer is a member of a
controlled group of corporations or a member
of a group of businesses under common control
to identify the reports required.

107)

Determine if the plan is subject to the multi
employer or multiple-employer plan filing
requirements.

VIII-1
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N/A

COMMENTS OR
EXPLANATION

EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM 5500 SERIES
DONE

108)

Review the plan document or summary plan
description to identify benefits
provided by or allowed under the plan, i.e.
welfare benefits (medical, insurance benefits),
pension benefits, defined contribution (profitsharing, stock bonus, target benefit, money
purchase plans), participant-directed
account plans, master trust, or cash or
deferred arrangements (401(k) plans). Identify
the type of plan
.

109)

If the plan has been examined by the Internal
Revenue Service:
.1)

Obtain copies of the revenue agent’s
reports.

.2)

Verify that the agent’s adjustments have been
entered on the plan’s records.

.3)

If any of the agent’s adjustments affect the
sponsor’s income tax returns for years other
than those audited, make appropriate
amendments.

110) Verify that plan documents and amendments were
signed and approved by proper persons, noting
signature date.

111) Verify that a copy of IRS determination
letter (if applicable) is on file.
112) Review plan name, effective date, plan number;
is plan name as shown on the plan
document the same as shown on Form
5500 for last year?
113) Inquire if administrator has a file of
beneficiary designations and participant
and spousal consent forms for benefit options.
See Code Section 417(e).
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EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM 5500 SERIES
DONE

200)

DETERMINE THE APPROPRIATE FORMS TO FILE
201)

Determine the number of participants
as of the beginning of the plan year
for which the return is being prepared
and the prior plan year to determine
whether a 5500, 5500-C or 5500-EZ is
required.

202)

Determine if a Form 5500-R is appropriate for this
plan year (generally it is appropriate if a 5500-C
has been filed in either of the prior two years).

203)

Determine if this is the plan’s first or final
year. If so, Form 5500-R cannot be filed,
and the appropriate boxes must be checked.

204)

Determine if additional forms are required or
would be beneficial such as:

205)

.1)

Schedule

A - insurance information.

.2)

Schedule

B - actuarial information.

.3)

Schedule C - service provider and
trustee information.

.4)

Schedule P - statute of limitations.

.5)

Schedule SSA - separated participants
with deferred vested benefits.

Determine if other attachments are required, such
as:
.1)

Extension of time to file.

.2)

Accountant’s opinion, financial
statements.
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EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM 5500 SERIES
DONE

206)

300)

Determine if PBGC Form 1 is required for defined
benefit pension plan.
.1)

Determine the current plan year for which the
filing is made (Form 1 is filed for the
current year; Form 5500 for the preceding plan
year).

.2)

Determine the due date for Form 1
and for installment premium payments.

.3)

Determine if plan is subject to
variable rate premiums.

SPECIFIC PLAN FEATURES
301)

Review the plan’s Section 410 coverage
information. Determine if one of the tests
has been passed. Insert the appropriate
participant information and make sure the
figure for employees participating at
the end of the plan year is consistent
with the year-end participant figure in
the participant census question. Assure
that leased employees have been properly
considered.

302)

Determine if the plan contains a cash
or deferred arrangement.

303)

Determine if the plan is integrated with
social security or railroad retirement.

304)

Determine the plan’s funding arrangement
and benefit arrangement and indicate the
appropriate codes.
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EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM 5500 SERIES
DONE

305)

Determine if the plan was involved in a
merger or consolidation into another
plan or an asset or liability transfer
during the plan year. If so, determine the
name of the other plan(s) involved, the
EI number of the sponsor(s) and the plan
number(s), and make sure Form(s) 5310
was filed.

306)

Determine if the plan was established
pursuant to one or more collective
bargaining agreements. If so, enter the
appropriate six-digit LM number(s).

307)

Determine if the plan is subject to
bonding requirements, and if so, the amount
of any fidelity bond covering the plan.

308)

Determine whether any person who rendered
services to the plan received $5000 or
more in compensation from the plan during
the plan year. If so, complete Schedule
C.

309)

Determine whether any service provider was
terminated during the plan year. If so,
provide the necessary information on
Schedule C.

310)

Determine whether the plan, during the
plan year:

.1)

had assets held for investment.

.2)

had loans in default or that were
considered uncollectible.

.3)

had leases that were in default or
that were considered uncollectible.

.4)

had transactions or a series of
transactions in excess of 5% of the
current value of plan assets.
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EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM 5500 SERIES
DONE

.5)

engaged in any nonexempt transactions
with parties-in-interest.

.6)

held qualifying employer securities
that are not publicly traded.

If so, provide the necessary schedules of
information as required by the instructions.

400)

311)

Determine if the plan has been top-heavy
at any time during the last five plan years.

312)

Ascertain what schedule of vesting the plan
uses.

REPORTING FINANCIAL ACTIVITY
401)

Prepare a reconciliation of contributions
made to a qualified retirement plan and
deductions claimed on the sponsor’s
income tax return.

402)

.1)

Identify contributions made to a
qualified retirement plan before the
due date of the employer’s income
tax return, including extensions of
time to file, which are designated as
contributions for the plan year for which
the return is being prepared.

.2)

In the case of a defined benefit
plan:
(a)

Review Schedule B and determine
whether there is a funding
deficiency. If so, advise the
plan sponsor.

(b)

Confirm that the contributions
shown on Schedule B correspond
to the contributions made for
the plan year.
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EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM 5500 SERIES
DONE

500)

403)

Prepare Form 5330 to pay excise tax if
there is an accumulated funding deficiency
or a nondeductible contribution to a
qualified plan, taking into account Rev.
Proc. 89-35 which may qualify the sponsor
for exemption from the excise tax.

404)

Prepare a trial balance and record activity
for the plan year using an accounting method
consistent with the method used in
maintaining the books and records of the
plan. Adjust investments to fair
market value at the plan year-end.

405)

Determine if the plan generates $1,000 or more of
unrelated business income and must file
Form 990T. Inquire as to whether unrelated
business income has been earned by a pass-through
entity (partnership or trust) in which the
plan has invested.

406)

Determine if there has been any reversion of
plan assets to the employer. If so and if
applicable, prepare Form 5330 to pay excise
tax.

PENALTIES
501)

Determine the correct due date of the return.
Failure to timely file a return is subject to a
penalty of $25 per day (up to $15,000).

502)

Determine if the plan is required to file
information returns for distributions (1099-R),
retired pay (W-2P), or P.S. 58 costs (W-2P).

503)

Consider other applicable penalties, such as:
.1)

Failure to file a registration statement
(Schedule SSA) ($1 per day up to $5,000).

.2)

Failure to file an actuarial statement
(Schedule B) ($1,000).
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EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM 5500 SERIES
DONE

.3)

600)

Failure to file a complete return,
such as failure to complete all
applicable information (up to
$1,000 per day).

OTHER REQUIREMENTS
601)

Discuss with the plan administrator how the
appropriate summary annual report is to be
distributed to the participants.

602)

Determine that summary plan description
has been filed with DOL.

603)

Discuss with the plan administrator the
availability of the current summary plan
description and distribution to participants on
a timely basis.

604)

Discuss with the plan administrator the
preparation of the statements of participants’
accrued benefits.

605)

Discuss with the plan administrator the
preparation and distribution of statements of
deferred vested benefits to separated
employees.

606)

If the employer maintains a profit-sharing
plan or stock bonus plan and has not
made the maximum contribution for
each year, calculate the unfunded pre-1987
contribution carryforward amount.

607)

In the case of a qualified plan with loan
provisions, ascertain that all loans were
made in accordance with plan provisions,
and in particular were in compliance with:
.1)

the five year requirement;

.2)

the dollar limitations;
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EMPLOYEE BENEFIT PLAN RETURN/REPORT PREPARATION AND REVIEW CHECKLIST
1989 - FORM 5500 SERIES
DONE

.3)

the quarterly amortization requirement;
and

.4)

the spousal consent requirement, if
applicable.

608)

Make certain that no plan loans were made
to sole proprietors, certain S corporation
shareholders or partners unless certain
nondiscrimination requirements are met
(see Section 4975).

609)

Determine that plan has made the minimum
distributions to participants as required by
IRC Section 401(a)(9).

COMMENTS OR EXPLANATIONS
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IX. Passive Activity Checklist (8582)

PASSIVE ACTIVITY CHECKLIST
1989
Client Number:

Client Name:
Interviewed by: ________ __________________________

Date Completed/Hours:

___________________________

Prepared by: __________ __________________________

Date Completed/Hours:

_____ _ ________________ ___

Reviewed by: __________ __________________________

Date Completed/Hours:___________________________

________ Extension Due Date: _______

Return Due Date:

DONE

100)

_______

GENERAL

101)

Review recent IRS regulations and
Congressional legislation that may
affect the passive loss rules this checklist was drafted
October, 1989.

102)

Indicate the activity and undertakings
to which this checklist applies.

103)

Determine that other provisions
limiting the deductibility of items
under the IRC, such as the at-risk
provisions, 704(d) and 1366(d) basis,
etc. have been considered before
applying the passive loss rules.

104)

Determine if the activity is specifically

IX-1
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PASSIVE ACTIVITY CHECKLIST
1989
DONE

excluded from the definition of "passive
activity" (e.g. trading in personal
property, or any working interest in any
oil and gas property owned directly or
through an entity that does not limit
taxpayer’s liability).

200)

105)

Determine if the activity involves the
rental of a dwelling unit used by the
taxpayer as a residence during the
taxable year (if yes, the activity is
not a passive activity).

106)

Determine if the activity is subject to
the "publicly traded partnership" rules.
If so, report separately.

ACTIVITIES

201)

Determine that the taxpayer accounted
for all activities.
.1)

Determine that the taxpayer considered
all operations in which he has
an interest.

.2)

Determine if such operations should
be combined into undertakings due
to same location, same person.

.3)

Determine that all support operations
have been properly allocated.

.4)

Consider if an undertaking which
consists of rental and nonrental
operations should be treated as
separate undertakings (80/20 rule).

IX-2

© 1989 AICPA, Inc.

COMMENTS OR
N/A EXPLANATION

PASSIVE ACTIVITY CHECKLIST
1989
DONE

.5)

Determine if trade or business
undertakings that are commonly
controlled and similar, (predominant
operations in same line of business,
or vertically integrated) or integrated
businesses are required to be treated
as a single activity.

.6)

If there are professional service
undertakings, determine if they are
required to be treated as one
activity.

.7)

If it is determined that the
classification of activities for
1989 differs from the classification
for 1987 and 1988, allocate
suspended losses from prior year(s)
in a reasonable manner.
[Reg. 1.469-4T(p)(3)]

202)

Determine if the activity is a trade or
business activity or a rental activity.
Consider the six exceptions to the
definition of "rental activity" stated
in the temporary regulations.

203)

Consider if (and to what extent) the
taxpayer should elect to treat nonrental
undertakings that are treated as a single
activity as a separate activity(ies)
(other than for purposes of determining
material participation). -New for 1989.

.1

Determine if any passthrough entity
through which the taxpayer holds
undertaking(s) has elected to
treat such undertaking(s) as part
of the same activity.
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PASSIVE ACTIVITY CHECKLIST
1989
DONE

.2

204)

300)

If an election will be made,
determine that a written statement
to the 1989 return has been made,
including within it:

(a)

the name, address, and
taxpayer identification
number;

(b)

a declaration that an
election pursuant to Reg.
1.469-4T(o) is being made;

(c)

identity of the undertaking with
respect to which the election
is made; and

(d)

the identity of the remainder of the
activity in which the undertaking
would otherwise be included.

Consider elections for rental real estate. -New for 1989.

.1)

Determine if taxpayer wishes to
treat two or more rental real estate
undertakings as a single activity or
treat parts of an undertaking as separate
activities (Reg. 1.469-4T(k)(2)).

.2)

Determine that a schedule evidencing
the above treatment, if elected, is
attached to the 1989 tax return
(Reg. 1.469-4T(k)(5)).

.3)

Determine if any passthrough entity
has elected to treat rental real
estate undertakings as a single or
separate activity(ies). Note such
election may limit taxpayer’s own
elections.

PORTFOLIO INCOME
301)

Separate portfolio income from passive
income or loss.
IX-4

© 1989 AICPA, Inc.

N/A

COMMENTS OR
EXPLANATION

PASSIVE ACTIVITY CHECKLIST
1989
DONE

302)

400)

500)

Separately state expenses allocable
to portfolio income.

SPECIAL RULES FOR "C" CORPORATIONS

401)

If taxpayer is a "C" corporation,
determine if it is a closely held
corporation or a personal service
corporation, subject to the passive
loss limitations.

402)

If taxpayer is a closely held "C*
corporation, calculate its net active
income.

403)

If taxpayer is a corporation which is
a member of an affiliated group of
corporations filing a consolidated
return, determine the status (personal
service, closely held) for the group
as if it were a single taxpayer.

404)

Determine that net passive income or
loss is determined on a consolidated
basis, if applicable.

MATERIAL PARTICIPATION (OTHER THAN
A RENTAL ACTIVITY)
501)

Determine if the taxpayer satisfied any
one of the seven tests for material
participation contained in Reg.
1.469-5T(a).

502)

If taxpayer is a limited partner, consider
applying the exceptions to qualify for
"material participation."

503)

Determine that the material participation
tests for a partner or S corporation
shareholder are applied at the
ultimate taxpayer level.
IX-5
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PASSIVE ACTIVITY CHECKLIST
1989
DONE

600)

504)

Combine the participation of a husband
and wife eligible to file a joint return
for purposes of the above tests.

505)

If taxpayer is a closely held "C"
corporation or personal service corporation,
determine if shareholders owning more than
50% of its stock in the aggregate materially
participated in the activity.

506)

If taxpayer is a closely held "C"
corporation, consider alternative test for
material participation based on employees
and business expenses - see IRC sec.
465 (c)(7)(C).

ACTIVE PARTICIPATION BY AN INDIVIDUAL IN
RENTAL REAL ESTATE ACTIVITY

601)

602)

Consider the following for the $25,000 special
allowance exception for rental real estate
losses (see Form 8582).

.1)

AGI Limitations.

.2)

Active participation.

.3)

10% ownership test.

Consider the special allowance for credits
from rental real estate activities - note
that active participation is not required
for all credits.
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PASSIVE ACTIVITY CHECKLIST
1989
DONE

700)

DISPOSITIONS
701)

702)

Determine if the taxpayer disposed, in a
taxable transaction, of his entire interest
in a passive activity to an unrelated
third party at arm’s length or as a full
abandonment of the entire interest,
if so:
.1)

Consider the rules for the disposition
of an interest in a pass through entity
(e.g., partnership or "S" corporation).

.2)

After considering ordering rules,
deduct in full any loss allocable to
such activity including disallowed
losses from prior years.

.3)

Consider the suspended loss utilization
rules for the installment
sale of an entire interest.

Consider the limitations on a disposition
of a passive activity:
.1)

Non-taxable exchange.

.2)

Capital losses.

703)

Determine the passive income if the taxpayer
sold his entire interest in a passive
activity via an installment sale prior to 1987.

704)

If the taxpayer disposed of his interest at
death, deduct suspended losses to the extent
such losses exceed the amount by which the
activity’s basis increased pursuant to IRC
Section 1014.

705)

Determine that the donee’s basis of a
passive activity interest received via gift
has been increased by the amount of any
losses allocable to such interest. Note
that the donor may not claim the suspended
losses.
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PASSIVE ACTIVITY CHECKLIST
1989
DONE

800)

SPECIAL CHARACTERIZATION OF INCOME RULES
801)

Determine if any gain from the disposition
of an interest in an activity is passive
in the year of disposition.

802)

Determine the character of any gain on the
disposition of substantially appreciated
property formerly used in a non-passive
activity.

803)

Determine if income from property rented
for use in a trade or business activity in
which the taxpayer materially participated
for the taxable year is not passive. (Note
that this rule does not apply to net income
attributable to rentals either to a C
corporation or pursuant to binding written
contracts entered into before 2/19/88.)

804)

Consider whether any net income from the
rental of nondepreciable property (e.g.,
unimproved land) must be recharacterized
as non-passive.

805)

If the activity is a significant
participation activity with net income,
but not a material participation activity,
determine whether a ratable portion of the
activity’s net income must be
recharacterized as non-passive.

806)

If the activity involves the lending of
money consider the "equity-financed lending
activity" rule.

807)

If taxpayer received royalty income from
a pass through entity that created the
property or performed substantial services
or incurred substantial cost in the
development or marketing of the property,
consider whether such royalty income must
be treated as non-passive.
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PASSIVE ACTIVITY CHECKLIST
1989
DONE

900)

808)

If the taxpayer materially or significantly
participated in the development of the
property, determine if the gain on sale is
passive.

809)

Determine if the taxpayer has carryforward
losses from a former passive activity that
can offset active income from the same
activity.

PASSIVE ACTIVITY RULES
901)

For each passive activity, combine the
passive gains and passive losses for that
activity to determine net passive gain or
loss for the activity.

902)

Determine if there are any carryovers of
passive losses or credits from the
preceding taxable year. Note - Suspended
pre-1987 losses as a result of at-risk or
basis limitations that may be claimed
are not subject to Section 469 limitations.

903)

Determine if passive losses exceed passive
income.

904)

Subject credits from passive activities to
the applicable limitations for such credits,
i.e., generally such credits may not offset
taxes other than taxes related to net
passive income.

905)

Consider the special limitations for the
rehabilitation credit and low-income
housing credit.

906)

Prepare Form 8582.

907)

Prepare Form 8582CR.

908)

Allocate any disallowed passive loss
ratably among taxpayer’s passive activities
having net losses for the taxable year and
prepare a carryforward schedule.
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PASSIVE ACTIVITY CHECKLIST
1989
DONE

909)

1000)

Consider the passive loss limitations for
purposes of the alternative minimum tax.

EFFECTIVE DATE/TRANSITIONAL RULES FOR
PREENACTMENT LOSSES
1001)

For activities acquired prior to October 23,
1986, a net passive loss equal to the
transitional rule percentage should be
claimed as a deduction (see Form 8582).

1002)

Account for all passive activities acquired
before October 23, 1986 separately from
those acquired after October 22, 1986.

1003)

Determine that the phase-in rules for a
passive activity loss are not applied to
the extent that percentage ownership
interests increased after October 22, 1986.

COMMENTS OR EXPLANATIONS
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NOTES

NOTES

